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Fh Gréat Barrier Reef, locited on the northeast coast

A gbf Australia, is an excellent analog to the D2vonian reefs
underlying Highpine’s acreage in West Central Alberta.
These reefs originally.grew in a warm, t‘ropﬁcal climate in
the Devonian Period, 350 million years ;go. In Pembina
today, the porosity of these r;efs{ﬁas been enhanced by

wl
e - ;
dolomitization and today form excellent traps for natural * .

. s )
gas and crude oil deposits.
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Cash ﬂow from- operatto ' ' 74,550

209

12,274

0.35

. 034

: _ * 109,599

Total assets 1,392,911 753,690

Shareholders’ equity & 1,002,001 511,023

Capital expenditures ™ 222,214 153,606

Total shares outstanding 67,648 44,250
Weighted average common shares

Basic 57,744 35,051

Diluted 58,674 35,718

(1) Total revenue includes realized and unrealized hedging losses and gains.

(2) Net debt includes working capital excluding unrealized financial instruments.

(3) Shareholders’ equity includes share capital, retained earnings and contributed surplus.

(4) Capital expenditures include property acquisitions and are presented net of property disposals.
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At feft: Typical flowing Nisku oil
weilhead and surface facilities.
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Average daily préd_ﬁgtion 1 T

., O and NGL (bbis/Bf'y,”
*;Matural gas (mcf/d)” -

i, =W

-
-
> - .

¥13,823°

Total (boe/d) "

. - - T . g

Daily produgyo per million shares. -
s <o g '

. Average prices

" -0il and NGL ($/bbl) *
Natural gas ($/mcf)

| 6,288

176

67.16
9.84

Combined average ($/boe)
Wells drilted
Gross
Net
Operating netback ($/boe)
Oil and gas sales
Royalties
Operating costs
Transportation costs
Realized hedging gain {loss)

46.7

57.64
{16.40)
(8.57)
(0.71)

1.09

64.18

56

Operating netback

33.05
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603 1,157 2,648

Production and Reserves

6,288 11,779

2002 2003 2004

2005 2006

Average Daily Production (bee/d)

23 4.0 12.2 24.4 4.4
"
-
-
&
- 2002 2003 2004 2005 2006

Reserves (P+P) (mmboe)

46 79 155 176 201

ET:

2002 2003 2004 2005 2006

Average Daily Production per Share
(bueld per millivn shares — diluted)

145 278 - 715 682 757

.-1! .

2002 2003 2004 2065 2006

Reserves per Share
(P+P) (boe per thousand shares — diluted)

At laft: Pembina Nisku Fairway drilling
operations underway in February 2007,
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2006 WAS A YEAR WITH

many accomplishments and changes, expected

and congistent with our fast-paced and aggressive
growth business plan. It was also a year where we
fell short in a few key areas. With the opportunities
we have in front of us, and our strengthened Board
of Direcrors and Management team now in place,
the future has never looked hetrter for our Company

and its sharcholders.

Highpine Qil & Gas Limited - TSX:HPX
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Left page: A. Gordon Stoilery — Chairman and CEQC
Background photo: Satelfite facility that tests,
separates and measures oil and gas.

Harvesting the potential of the Pembina Nisku Fairway
play accelerated in the second half of 2006, with an 80
percent drilling success rate in targeting locations that
will produce oil and natural gas. Thar success continued
through the first quarter of 2007, During most of this
pertod, we had three rigs actively drilling in Pembina.
The results of this drilling success will become evident in

2007 as our production ramps up.

This level of activity cannot be susrained wichour
significantly advancing our well licensing program. We
made excellent propress in working with all stakeholders
in 2006, generating our highest-ever number of
approved drilling licences. Highpine is positioned

for its busiest drilling year ever at Pembina in 2007

as we continue to exploit the growth potential of our
prospective Pembina Nisku lands. Growth through
drilling is what we envistoned when we accumulated
our large undeveloped land position, (which is believed
to contain at least 100 future Nisku drilling locations),
acquired a 1,000 square mile 3D scistic data base, built
the necessary oil and nawural gas infrastructure, and

srrategically consolidated the play.

‘Chairman’s Message

We have made greac strides in developing the knowledge
and hands-on expertise 1o operate the facilities, drill

and producc the wells and manage the reservoirs — all
activities that are necessary for maximum economic
development of the Pembina Nisku play. On-stream
times for our operated wells and facilities exceeded 95
percent. This on-stream rate is outscanding, especially
when considering the safety and environmental issues

associated with preducing sour fluids,

We continued to consolidate the Pembina Nisku play
which, in the longer term, will benefit Highpine and
its sharcholders. During 2006, we complered the
acquisition of White Fire Energy Ltd. and Kick Energy
Corporation, as well as selected Pembina assets owned
by industry partners. These acquisitions centributed

high-quality production, infrastructure and drilling

Ledt to right: Bob Fryk - Seniar Vice President, Engineersing
Chuck Buckley - Senior Vice President, Exploration

Bob Rosine - Executive Vice President, Corporate Development
Greg Baum - President and COO

Harry Cupric - Vice Presideni. Finance and CFO

Wayne Gray - Vice President, Land

and Dave Humphreys - Vice President, Operations.
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Chairman’s Message

prospects which will result in additional growth
potential and more capital-efficient development of
our Nisku assets. These acquisitions also strengthened
our Company by providing Highpine with additional
experienced directors, and high-quality and motivated
senior management and technical staff. We have
completed the building of a team thart can successfully

carry out our business plan.

Highpine finished 2006 with very strong exploration
results. Early in the year, many of our West Central
Alberta Gas Fairway prospects were drilled while
making progress on the licensing of wells at Pembina.
As Pembina drilling licences were approved, we shifted

our drilling priorities to the Pembina Nisku.

In 2006, Highpine and its acquired
companies discovered nine new Nisku
hydrocarbon pools, including three oil
pools and six natural gas condensate
pools. The Company also had multiple
oil and natural gas discoveries in the

West Central Alberta Gas Fairway.

Highpine participaced in 74 (47 net) wells in 2006,
with better than an 80 percent success rate in our total
program, including the previously-mentioned Pembina
Nisku success. Notable drilling successes in the West
Central Alberta Gas Fairway included oil discoveries
at Chip Lake and Joffre and natural gas discoveries

at Ante Creek, Joffre and Edson. Edson is a newly

cmcrging, natural gas r:xplorarion area.

Two of the most important accomplishments of 2006
were the technical confirmation of the potential of
our assets and the creation of a solid, high-quality
production base that will support the development

of our assets in the furure. We exited 2006 with a

very strong production base of 14,000 barrels of oil
equivalent per day that will provide the cash flow to
drill our inventery of exploration and development
opportunities, estimared ac this time to take a minimum
of three years. In our Pembina Nisku Fairway alone,
we have over 100 drilling locations. The success of our
Pembina Nisku drilling program in 2006 and so far
in 2007 has strengthened our belief in the resource

potentizl of the Pembina Nisku Fairway.

Despite the above accomplishments, not everyching was
perfect. We fell short'in getting our production on-stream
within the dmelines that we andcipated. This was due w
a variety of delays, including regulatory, services, weacher
and facility construction. Our own expectations for
gecting chings done were too optimistic. The result was
the negative impact on delivering our forecast production
volemes and, therefore, our projected cash flows.
Accurate production forecasting has become our number

one priority for 2007, and our last major challenge w

Highpine 0il & Gas Limited - TSX:HPX



resolve in order to provide the cash flow for future
re-investment and realize our long-term vision of being
a successful Devontan reef exploration and production

company.

We expect that 2007 will be Highpine’s best year yer.
Virrually all of our behind-pipe volumes are expected
to be on-production. We have the best management,
technical and field operating teams in our history — all

of them commirtted to executing our operating plan.

We also anticipate 2007 being our most active drilling
year in the Pembina Nisku Fairway. We expect to drill in
excess of 30 wells, rargeting Nisku production and reserve
addirions. We have altocated approximately 75 percent

of our $200 million capital expenditure budget to the

Pembina Nisku Fairway.

In our West Central Alberra Gas Fairway, we will
selectively drill high-quality prospects while continuing
to expand an already sizeable drilling inventory for
future development when natural gas prices rebound
and the Company’s cash flow can be re-allocared. We
have developed new concepts targeting Devonian reefs
and other high-impact plays for the future, beyond the
Pembina Nisku.

We have learned that there are many challenges when
a company becomes dominant in the development of a
high-quality, and high-profile light oil, condensate and
natural gas play in the Western Canada Sedimentary
Basin. Qur Board and staff have helped us meer many
of our challenges. I am confident we will resolve the

remaining ones.

Chairman’s Message

We expect to drill more than 30 wells
at Pembina in 2007, and have allocated
75 percent of a planned $200 million

capital budget to the area.

| wish to personally thank our Board of Directors
and our commirted and dedicated staff for their
efforts in 2006,

To our shareholders, be assured that you have the best
human resources team focused on unlocking value
from a world-class resource. We thank you for your
patience in 2006 and look forward to updating you on

what should be an outstanding year in 2007.

[Signed] “A. Gordon Stollery”

A. Gordon Srollery
Chairman and CEO
March 12, 2007
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An Extraordinary Team

The search for and development of hydrocarbons
requires a highly skilled team. Highpine employs
specialists in cach aspeet of its business. Dedication and
the extraordinary commitment of Highpine employees

are at the heart of the Company's success.

“Oil is found in the minds of men.”™ Qur highly
trained exploration personnel employ state-of-the-

art analysis techniques and a wealth of experience

to interprer complex data sers and define the

likely location and size of hydrocarbon pools. The
geotechnical cffort involves the integradon of geology.
petrophysics, hydrodynamics, engineering and
geophysics. Our weam has proven that it combines

the geotechnical excellence and creativity ro find

hydrocarbon pools.

Once a prospeer is defined, the mineral rights must be

acquired by purchase of mineral [eases at Crown land

sales, acquisition of freehold mineral leases, or business

deals 1o secure the right 1o drill wells on the prospeet.

Our dominant land position ar Pembina is a testament
to the hard work and innovative deal-making of the

members of the Highpinc land department.

Stakeholder Consultation

When the mineral rights are acquired, we begin

the process to get approval to drill a well from the
provincial regulatory authority (Energy and Utilities
Board). Due to the sour nature of many of our
prospects, we have a dedicared team of consultation
specialists to comniunicate with all of the stakeholders
affecied by a proposed well. By lisiening to the
concerns of stakeholders and consulting with our
technical drilling, completions, and production
groups, the consultation experts communicate the
numerous measures that Highpine undertakes o
ensure a safe field operation and to mitigate the impact

on local residents wherever possible.

10 Highpine Oil & Gas Limited - TSX:HPX



Our drilling and completions personnel do an
exemplary job of coordinating a very busy and
complex program with the additional responsibility
of complying with extensive regulations and our
Emergency Response Plan for each critical sour well.

Bringing Production On-stream

Alter a well has been drilled and completed, faciliries
are designed and constructed in co-ordination with our
production plans, Qur facilities engineers are specialists
in dealing with sour gas associated with volatile oils and
condensate-rich natural gas. Best-practices designed
facilities result in a higher percentage of on-stream time

once wells are producing.

Highpine operates preduction from 40 wells at Pembina,
and over 95 wells in the West Cenrral Alberta Gas
Fairway. Our 30 field personnel are specially trained

in operating and dealing with the risks involved in

hydrocarbon production and have an ongoing health

and safety training program.

An Extraordinary Team

Wich a capital budger of more than $200 million, the
finance, accounting and administrative teams play an

imporaant role in Highpine's success.

* Wallace E. Prart was one of the world s most eminent petrolenm geologists.

Lett Page -~ Left to right: Sandra Forsythe - Land;

Blair Lambe - Exploration; Joan Paterson - Enginecring,
Doug Reid - Surface Land; Donna Maas - Enginegring;
Bryan Chan - Accounting; and Noemi Dani - Accounting
Right Page - Let to right: Christine Paterson - Operations;
Sandy Rautenberg - Exploration; Joe Arcuri - Engineering;
Al Lyon - Land; and Steve Blizzard - Accounting.
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At left: A triple drifling rig in Highpine's
Permbina Nisku Fairway in February 2007

PEMBINA NISKU FAIRWAY
Exploration Approach

The Pembina Nisku play is a classic example of
Highpine’s approach to exploration and its abiliy
to achieve exploration success. The Company’s
philosophy centres on identifying mappable geological
trends, and rargeting multiple and predictable
high-quality reservoirs. Exploring trends allows for
repeatable oil and natural gas discoveries, which
increases knowledge and reduces risk as the trend is
drilled. High-quality reservoirs generate the highest
economic returns, are able 1o withstand commodity
price cycles and offer ongoing exploration and

exploitation epportunities.

Overview

Pembina, which is Highpine’s most significant core
asset, is located in the Drayton Valley area of Alberta,
approximately 60 miles southwest of Edmonton.

At Pembina, Highpine holds an average 83 percent
working interest in more than 193,000 (162,000

net) acres of undeveloped land and is targeting light
oil (£40° API) and liquids-rich natural gas from the

Deveonian Nisku formation,

The wells at PTembina are prolific in praduction

and reserves. Successful wells are exhibiting initial
production rates in excess of 1,000 barrels of oil
equivalent per day and can recover more than

1 million barrels of oil equivalent. Wich an inventory

of approximately 100 Nisku drilling locations, the

Company expects to drill exploration and development

wells for at least the next three to four years. All
locations have been identified on 3D seismic,
which covers approximately 95 percent of Highpine’s

lands at Pembina.

Exploration an-d Operations Review

2006 Activity - Continued Consolidation
Highpine maintained its aggressive Nisku play
“capture” strategy in 2006, with successful drilling
and continued consolidation of strategic Pembina
Nisku Fairway-focused companies and assets.

T'he Company closed its acquisition of White Fire
Energy Ltd. on February 21, 2006, followed by the
acquisition of Kick Energy Corporation on August

1, 2006. During the year, Highpine also acquired
Nisku properties from industry parrners. This
activity further elevated Highpine’s already dominane
position along the Pembina Nisku Fairway. Highpine
plans to focus on drilling in 2007 and will continue
to evaluate strategic consolidation opportunities if

they are supported by economics.

Apare from acquisitians, Highpine also increased its
ereage at Pembina through public Crown land sales.
The Company acquired 9,440 acres of petroleum and
natural gas rights in 2006 at an average price of $1,300
per acre. The combination of corporate acquisitions
and Crown land sales boosted Highpine's acreage in
the Pembina Nisku Fairway to almost 162,000 net

undeveloped acres at'year-end 2006.

2006 Annual Report 13



Pembina Nisku Fairway

2006 Activity - Drilling

The Company has established 2 team to work
specifically on obtaining Pembina Nisku drilling
licences, which can take up to 12 months from
initiation of surveying to receipt of approval. In 2006,
the team’s success led o the highest number of Nisku

wells licenced by Highpine to dare.

In 2006, Highpine participated in 26 (18.7 ner) wells
at Pembina. Of 15 wells targeting Nisku production,
the Company was successful on 12 for an overall
success rate of 80 percent. In addition, the Company
drilled 5 (3.2 ner} wells for use as water source or water
injection to support the development and pressure

maintenance of the reservoirs.

Highpine’s 2006 drilling program discovered six new
Nisku hydrocarbon pools - three oil pools and nine
natural gas condensate pools — in which Highpine has

an 85 percent average working interest.

Geology

The hydrocarbons in the Pembina Nisku Fairway are
trapped in dolomitized reefs encased in dirty off-reef
limestone and siltstone. The reefs grew in a warm
tropical climate in the Devonian Period, about 350
million years ago. The environment of deposition has
been directly compared wirh the Great Barrier Reef off

northeastern Australia.

Highpine's current exploration is focused on reefs
along a southwest-to-northeast-trending carbonate
bank margin, which is parallel to and southeast of
extensive pinnacle reef exploration that rook place

in the late 1970s. The discoveries in the late 1970s
were sparked by recording and processing techniques
applied to 2D seismic dara. The reefs had a median
size of less than 320 acres, and were defined by lateral
variations in the strength of signal from the Nisku

on seismic. Once defined, the reefs had virtually 100
percent chance of success due to excellent trapping by

the surrounding silistone, known as the Cynthia shale.

Today, our exploration is driven by better recording and
processing techniques utilizing 3D seismic data. The
reefs are similar in size to those found chree decades
ago, but the inter-reef sediments are variable, ranging
from siltstone to limestone. Finding the hydrocarbon
trap is the key to the current round of exploration, bur,
as trapping is often poorly defined, it requires careful

processing and interpretation of the 3D seismic data.

In addition ro the Nisku, Highpine’s lands contain
abundant natural gas accumularions in the Rock
Creek formation, which is found up-hole of the Nisku.

14 Highpine Qil & Gas Limited - TSX:HPX



Exploration and Operations Review

-

-
NORTH Lay,

K\' R OFFSHORE

The Nisku reefs in the Pembina Nisku Fairway grew in a shallow Devonian seaway with the shoreline to the southeast, as
shown an the illustration above. Highpine is exploring for reefs in the inner and outer bank region with off-reef carbonate
sediments between them.

The reason for the prolific nature of our reef target is shown below in the photograph of a piece of cere recovered from the
Pembina Nisku Il peol reef. This quartz sandstone sample shows brecciated (broken rock) fossil fragments with large pores
indicating high porosities and permeabilities that contain oil in reservoirs at depths of 7,500 to 11,000 feet.
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Pembina Nisku Fairway

Highpine’'s Pembina Nisku Pools
Pembina Nisku GG, HH, MM, and NN Pools
The Pembina Nisku GG pool, discovered in April
2002, was the catalyst thar started the current round
of Nisku exploration in the oil-prone portion of the
Pembina Nisku Fairway. The pool has approximately
10 million barrels of oil-in-place (as per independent
evaluation by Paddock, Lindstrom & Associates Lid.)
and has been on-production since November 2002.
Water injection to provide pressure support was
implemented in January 2006.

Numerous similar pools have been discovered adjacent
and parallel (see map} o the Nisku GG pool on the outer
shelf margin. The Nisku HH pool was discovered in
December 2002 with 12.4 million barrels of oil-in-place,
followed by the Nisku MM pool in August 2003 with

3.2 million barrels of oil-in-place and the Nisku NN pool
in February 2004 with 1 mitlion barrels of oil-in-place

{as per independent evaluavion by Paddock, Lindstrom
& Associates Lid.). Te maintain reservoir pressure and
maximize oil recovery, cach of these pools has an assigned
minimum operating pressure and requires water injection
to maintain this pressure. Some of these pools are in
pressure communication through a lower Nisku platform,
and separate injectors may not be necessary to support
each pool. Altheugh Highpine’s reserve report currendy
recognizes up to a maximum recovery factor of 50 percent
in the pools with the longest production histories on a
proved plus probable basis, substantially higher recovery
factors have been observed in other dolomitized carbonate
reefs with underlying water in other parts of Alberta.
Ower time, we would anticipate this w be the case on the
Pembina Nisku Fairway pools as well. High-quality oil and
gas pools will normally outperform the early life oil and gas

TESCrve assessment.

Additional development wells are planned in 2007 in
the Pembina Nisku GG, HH, MM, and NN pools to

maximize oil recovery.

Pembina Nisku Il, QQ and VV Pools

The Pembina Nisku 1 pool is the largest 0il pool
discovered to date in the Pembina Nisku Fairway with
more than 30 million barrels of oil-in-place. Highpine
has a 25 percent interest in the pool. Discovered in
March 2003, the pool has been developed with 5

(1.5 net) producing wells. Warer injection to provide
pressure support has been in place since April 2006,
Current production is 6,000 barrels of oil equivalent
per day with a capability of 10,000 barrels of oil
equivalent per day. In November 2006, Highpine
drilled a 50 percent interest development well ar
15-36-48-9W5 char was successful and encountered

40 feer of pay.

The Pembina Niskw QQ narural gas and condensate
pool sits adjacent to the Nisku |1 oil pool. Highpine
owns a 25 percent interest in the discovery well at
12-11-49-9W5. In November 2006, Highpine drilled a
100 percent interest well at 15-2-49-9W5 in an atemprt
to drill inte the QQ pool; however, the well has a
different waterline than the 12-11 well, and is believed
to be a separate new pool discovery. In February 2007,
Highpine drilled a 100 percent interest well at 9-10-49-
YW5 to increase its share of production from the QQ
pool. Both wells are.expected to be on-stream by the
end of the second quarter. Current pool production is

approximately 2,400 barrels of oil equivalent per day.

The Pembina Nisku VV oil pool sits adjacent to the
Nisku 11 pool, and is likely in pressure communication
with the II pool through the commeon underlying
aquifer. The discovery well at 14-31-48-8W5 (75
percent interest) was drilled in 2004. Highpine drilled
a successful 75 percent working-interest delineation
well at 6-31-48-8W5 in December 2006. Current
pool preduction from the 14-31 well is approximately
2,000 barrels of oil equivalent per day with addittonal
production anticipated in 2007 when the 6-31 well

commences production.

16 Highpine Qil & Gas Limited - TSX :HPX




Pembina WW Pool

The Pembina Nisku WW pool was discovered in March
2005 with the 9-35-48-8W3 well, in which Highpine
owns 100 percent working interest. The 9-35 well
produced 363,000 barrels of oif before being shut-in to
await pressure support. In Seprember 2006, Highpine
drilled a Nisku water injector at 8-34-48-8WS, and a
Wabamun water source well ac 7-34-48-8WS, Water
injection commenced in January 2007 and production from

the 9-35-48-8WS well recommenced in February 2007.

Highpine plans to drill up to cwo H00-percent owned

development wells that will reach more than two miles

Select Nisku Pools

o

HPX Land
a, il Pocl
3 L Y Gas Pool
§ O Well Location
@ Cilwel
A Water Infector Well
% Water Source Well

3 Gas Well

N5
0 Pai i £ 4

Exploration and Operations Review

laterally from the surface location to the bottom-hole
locations in the WY pool. These “long reach™ wells are
necessary to efficiently drain the reserves from the pool,
while minimizing the impact on the town of Drayron

Valley from an emergency planning zone.
'

T'he 3D seismic image of this rescrvoir is excellent, such
that the drilling ofrhest; wells is considered to be low-risk

with respeet o encountering, the thick Nisku reef.

Highpine has 100 percent working interest in seismic
features similar to the WW pool that have been mapped

about one mile o the south.

imagery ® 2007 Valtus Imagery Services, a division of Northwest Geomatics, all rights reserved. Date of Photography: June-August, 1999
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Pembina Infrastructure : . 'Fadilitics ownership will'be very important in 2007

Early in its involvement at Pembina, Highpine decided with the volume of pur behind-pipe production

to build and own s much of the oil and natural gas anticipared to come on-stream carly in the year. At
handling and rransportation infrastructure as possible. the same titne, Highpine will have high-priority
Today, the Company owns interests in three oil and access (o excess capacity in these facilities to handle
natural gas production facilittes, which provide more than furure drilled volumes.

20,000 barrels per day (net) of oil handling capability and

more than 30 million cubic feet per day (net) of sour gas Highpine has similar ownership and access to a
handling capability. In early 2007, Highpine began inter- number of strategic ‘pipclinc systems throughour rhe

connecting some of the oil batteries. This will help ensure Pembina Nisku Fairway.

continuous processing availability when some facilities

experience downtime or are shur down for maintenance.

18 Highpine Qil & Gas Limited - TSX :HPX
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2007 Program

Seventy-five percent of Highpine's 2007 capital budget
is allocared to Pembina. The Company anticipates the
drilling of 37 Nisku wells, comprised of 20 (16 net)
exploratory wells into new Nisku reefs defined on 3D
seismic and 17 (14 net) development wells into proven
Nisku oil 2nd natural gas pools. In addition, Highpine
will drill 4 (3 ned} Wabamun wells as warter source
wells, and 5 {4 net) Rock Creek narural gas wells

for acreage retention and/or management of offset

drainage considerations.

Highpine shot a 100-square-mile 31 seismic program
in the firse quarter of 2007 which yiclded numerous
new Nisku explaration drilling prospects. The Company
continues to evaluate addirional 31} seismic programs
depending on suceess in the ongoing drilling of

exploration wells.

Exploration targeting new Nisku oil pools will be
conducted within the existing productive portion
of the Pembina Nisku Fairway as well as testing an

extension of the Nisku play to the northeast.

2006 Pembina Capital*: $127.4 Million
Spending by Activity ($ millions)

0 Land/Seismic [} Facilities

Bl Property Acquisitions [l Drilling & Completions

* Actual

:
!

Highpine plans to drill several high-quality anomalies

in proximity to a successful well drilled recently by

a competitor in the Crossfire area. This includes a

stgnificant 3D seismic-identified anomaly planned for

drilling in the third quarter of 2007,

Development drilling is planned throughout che

Pembina Nisku Fairway, including the HH, GG,

MM, NN and WW p:ools.

In February 2007, Higllpinc re-started production

from the Pembina Nisku W pool after implementing
water injection for prc$surc maintenance in January
20107, Also, the Nisku KK pool water injection scheme
has commenced throuigh the 7-29-48-9W5 injection
well, aliowing for continuous production from the
01-32-48-9W3 well. Behind-pipe production from

the 11-32-48-9W5 KK pool well is anticipated 10
commence during the first half of 2007. With pressure
maintenance now in placc in the Nisku KK pool,
Highpine expects a significant increase in oil recovery

through the life of this poal.

2007 Pembina Capital*: $176 Million
Spending by Activity ($ millions)

[71 Land/Seismic - Drilling & Completions
[0 Facilities

1

* Budgeted as of March 2007

At left: Highpine infrastructure
in the Pembina Nisku Fairway.
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Pembina Nisku Fairway

{Wayne Gray, VP Land)
@ Westrongly believe there is a continuation
to the Nisku play along a relatively

»
defined fairway. Within this fairway

- @ Does the Pembina Nisku play continue’ %" we see opportuniries for further acquisitions of

° and is therg any,imere undeveloped land  ; undeveloped land by purchase, farm-ins, or other

to be acquired? creative land deals.
£

W
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DRILLING PROSPECTS

o You have had great drilling success to date
in the development of the Pembina Nisku
Fairway play. Do you still have high-
quality prospects left in inventory and can

you continue to maintain similar success in the furure?

{Chuck Buckley, Senior VP, Exploration)
o Highpine has more than 100 high-
o quality drilling prospects in the Pembina

Nisku Fairway defined on existing

Highpine lands. The development of new prospects is
ongoing. With each new well, we learn more about the
interpretation of the 3D seismic through the integration
of new geologic data. Successful wells often resultin
addicional locations being added to our invenrory,
while unsuccessful wells cause us to revisit our previous
interpretation to fit in the newly acquired information.
We continue o expand and reprocess our 3D seismic
coverage in prospective areas, usually resulting in better

prospect definition and more prospects.

WELL LICENCES

o Can you briefly describe the regulatory
process for atraining Pembina Nisku
drilling licences and do you envision
being able 1o get these licences for the

locations carried in your drilling inventory?

(Dave Humphreys, VP Operations)

o Once public consultation has been

o conducted in the field with every
resident within the EPZ (Emergency Planning Zone)
of the subject wells, Highpine prepares a well licence
application and submits it to the EUB for approval.
The well licence application includes 2 full audit
package complete with well application, consultation
documencation, drilling program, survey plan, surface
land package, mineral land documentation, proof of

drilling insurance, and ERI* (Emergency Response

Exploration and QOperations Review

Plan). Once the well licence application and ERP are
deemed technically complete, the EUB will grant a well
licence, provided all ourstanding concerns by residents
within the EPZ have been addressed and there are no

outstanding objections remaining on the application.

Highpine is very confident that we have both the
resources and the processes in place, and over time will
continue to obtain the well licences in Pembina that

are identified in our drilling inventory.

CONSOLIDATION

o Highpine has acquired several

o companies and assets in Pembina in
the past few years. Are you planning

to continue this straregy?

(Bob Rosine, Executive VP,
o Corporate Development)
Dutring calendar 2006 we acquired
both White Fire Energy Lid. {February
2006) and Kick’Encrgy Corporation {August 20006).

These acquisitions strengthened the management

O

and technical teams significantly and expanded our
land, production and exploration and development
drilling prospect inventory throughout the Pembina
Nisku Fairway. These two acquisitions are consistent
with our overall exploration and development strategy
for cthe Nisku Fairway, which is to acquire and
consolidate properties and/or companies on a selective
and strategic basis thacare value-accretive and material
to the Company as well as synergistic with our current
and ongoing exploration, development and exploitation
program. Orher prior and significant acquisitions that
demonstrate this strategy are Rubicon (2004) and
Vaquere (2005).

In short, yes, we will continue 1o consolidate the
Nisku Fairway where significant value to Highpine's

shareholders can be demonstraced.

At left: inspecting raw seismic records
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Pembina Nisku Fairway

PRESSURE MAINTENANCE
g How is the pressure maintenance
o {i.e. water injection) working in the

Nisku reservoir?

(Bob Fryk, Senior VP, Engincering)
o Simply put, pressure maintenance is
o working very well. Currently we operate
six pressure maintenance schemes and are
owners in two outside-operated schemes in the Nisku
Fairway. We source the water from the Wabamun
formation above the Nisku, bring it to surfice in the
source well and then transfer it across to a Nisku water
injection well that is proximal to Nisku oil producers.
The water requires minimal surface treatment as both
the Wabamun and Nisku waters are Devonian in age

and highly compatible. The Wabamun formation and

Pembina Nisku Water Injection Scheme

Wabam:
Watw  waie | Mku sl ait
-ul.. well . E] Water

water source appear to be extensive in area across the
Nisku Fairway. In other words, the source is plentiful
and highly preductive. Productivities for source wells
range from 4,000 barrels of water per day to 8,000
barrels of water with minimal pressure drawdown
experienced to date. With pressure maintenance,
Highpine is expecting total oil recoveries in the range
of 45 1o 55 percent of oil-in-place.

DECLINE RATE
o What is the decline rate for the Nisku
wells? Once these wells produce water,

how does that affect production rates?

{Greg Baum, President and COO)
o The majority of Highpine’s Nisku

wells are still in a relatively early stage

of their producing lives and definitive
decline trends have not been established. The reasons
for this include the quality of cur pools being that
of the thickest net pay zones in the Pembina Nisku
trend meaning that the wellbares have not seen the
boundary of the reservoir that they will ultimately
drain, the limited production history under GPP
flowing conditions, and the influence from pressure
maintenance schemes. Having said that, Highpine
budgets on a well-by-well basis with an assigned
decline rate built in. As there is an underlying aquifer
throughout the Pembina Nisku Fairway, we expect
that all wells will likely produce water at some
point. This is planned for in our facility design and
construction. In the case of Nisku cil wells, significanc
amounts of oil can continue to be produced even
with increasing water cuts as indicated in the 6-33-
49-8W5M (GG pool) well production profile shown
on page 23. In the case of Nisku gas wells, operating
techniques such as mi‘nimizing the flowing pressure
drawdowns can help o reduce water influx, which
will 2llow preduction of maximum volumes of gas and

associated condensates.
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PRODUCTION
o A challenge for Highpine in 2006
was being unable o ger its production
volumes on-stream in a timely and
prediceable manner. Whae is the
Company doing to rectify this problem and where are

you currently in 20072

(Greg Baum, President and COO)

o Delays in getting our production en-stream
last year were caused by many issues,
maostly notably obraining the necessary

regulatory approvals and the heavy workload experienced
by the sequired services and our staff. During che last
half of 2006 we had many critical sour tie-in projects

on the go. We have made adjustments along the way

to accommodate this surge, and any future surges in
activity. We have hired additional staff and services 1o
manage our workloads. Further, the top priority for

Highpine has been 10 successfully manage these projects

Exploration and Operations Review

over the past six months and the majority of them will be

completed and on prodiction in the near furure.

Regulatory delays included getting pipeline approval
permits and water injectors appraved in the timelines
envisioned. A speeific example of change o the
consultation process inchuded dealings with the provincial
government’s SR (Sustainable Resource Development)
department. Recently the government imposed changes
with respect to required industry consultations with
First Nations. This resulted in addittonal, unexpected
consultation that caused delays to some of our tie-in
projects. We are currently in discussions with SRD on
ways to improve the efficiency and o provide further

clarificarion for Highpine with respect to these marters.

By the end of the first quarter of 2007 we will be caught
up with the backlog ofp‘rojccts. On a go-forward basis,
we will have sufficient resources in place to keep up with

our planned drilling programs.

Nisku Qil Well Production vs. Average Alberta 0il Well
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.

A LONG RESERVE LIFE NATURAL
GAS RESOURCE PLAY

Uphole at Pembina

The Rock Creek and Ellerslie Formations
In addition ro the prolific Nisku potential ac Pembina,
there are several areractive secondary producing
horizons which are found uphole of the Nisku. These
horizons include the Belly River, Cardium, Viking,
Glauconite, Ostracod, Ellerslie, Rock Creek, and
Pekisko formatians.

Highpine has identified more than 150 drilling
locations for the Rock Creek and Ellerslie horizons

ar Pembina. This represents an estimated resource of
more than 175 billion cubic feet of working-interest raw
natural gas-in-place on Highpine lands. Others have
buiir entire companies around a single-minded focus

on exploiting this resource on their lands.

Rock Creek Geology

The Rock Creek is very fine to fine-grained clear,
quarrz sandstone as Hlustrated in the background
pictuze. Observed under a microscope, the numerous
facets of the quartz grains reflect like diamends in

the rough. The sample shown has approximarely 10
percent porosity. The sample is representarive of a
typical Rock Creek reservoir capable of an initial flow
rate in excess of 1 million cubic feer per day of natural
gas with greater than 20 barrels of natural gas liquids

per million cubic feer of narural gas.

The Rock Creek is underpressured and natural gas-

saturated, as a result of being part of the Deep Basin

in the Triassic, Jurassic and Cretaceous formations of

Exploration and Operations Review

Permeability is the main challenge in the Rock Creek.
All wells require fracture stimulation 1o release the natural
gas. Production profiles show a 50 percent decline in

che first six to 12 months, followed by a 6 10 8 percent
decline per year, This means thar after completing

flush production rates, the wells can settle inte a long-
tife, predicrable production stream. It also means thae
reservoirs can be dritled on quarter-section spacing to

optimize the economic value of the resource.

Elierslie Formation

The Ellerslie Formation was deposited as channel sands
in the earliest part of the Cretaceous period and is

located above the Rock Creek. The Ellerslie sands are less
continuous than the Rock Creek; however, Highpine is
able 1o evaluate the Ellerslie and the Rock Creek horizons,
while drilling for the Nisku. Successtul Ellerstie wells can
deliver production rates up to 1 million cubic feet per day
of natural gas and provide natural gas reserves of up to 1
billton cubic feer per well.

In 2006, Highpine drilled 6 {4.4 net) wells cargeting
uphole horizons, resulring in 4 (2.7 ner) gas wells, all of

which have been tied-in and are currently on production.

Highpine will drill a selecred number of Rock Creek
wells in 2007 because current economics favour Nisku
wells. However, as the Nisku wells penetrate the uphole
horizons, this will help the Company’s geologists define
the better permeability trends and generate uphole

drilling locations for the future.

the Western Canada Sedimentary Basin. The Rock N F: :1/ .
Creek was deposited as shallow marine sandstones
near the eastern shore of a vast Jurassic seaway. Sands '5” V
are up to 50 feet thick and have porosity ranging & o % . -
from 3 to 12 percent. . Ty
7
This quartz sample, shown at 120 times magnification,
is representative of the Rock Creek zone and has
approximately 10 percent porosity.
" - i
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Pembina Nisku Fairway

Commodities and Marketing

Strong energy prices in 2006 were driven by several
factors, including increased demand for commodities
from rapidly expanding economies such as [ndia and
China and continued political unrest in parts of che
world. The price of West Texas Intermediate (W.T.1.)
averaged US$066.25 per barrel in 2006, which was 17
percent higher than the previous record in 2005 of
US$56.61 per barrel,

W.T.1. Oil Price@ Cushing, Oklahoma

In contrast, AECO {Alberta gas benchmark trading
price} nacural gas prices weakened significantly

from their winter 2005 highs. Concerns about large
natural gas inventorjes, combined with lower demand,
continued 1o depress natural gas prices chrough most
of 2006. AECO nartural gas prices alse lost ground
due to the continued relative strengrh of the Canadian
dollar versus the U.S. dollar.
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The sizable increase in the W.T.I. benchmark price

for crude oil during 2006 was partially offset by the
impact of the continued strength of the Canadian
dollar. The Company realized an average crude oil
price of $68.94 per barre! 2006. The average quality
differential and cransportation charge to Edmonten
was §2.27 per barrel and $3.83 per barrel for Pembina
crude oil and total corporate crude oil respectively.

These quality and transportation charges are some

Crude 0il Pricing Comparative

of the lowest in the Western Canada Sedimentary
Basin and are a testament 1o the high-quality crude

oil thar Highpine produces in Pembina and elsewhere.
Highpine’s overall quality of crude ail remained very
high in 20006, averaging * 38 degrees APl, while
Pembina Nisku crude oil quality averaged * 40 degrees
APL The majority of the Company’s production is sold

at the pipeline inlet to selected marketing companies.

90
wamn HPX Pembina Crude 0l ——= Edmonten Par
wowmn  HPX Corporate Average
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Exploration and Operations Review

A 25 percent decline in average daily AECO prices natural pas commanded an 11 percent premium

was the primary contributing factor in the decrease to indexed AECO gas prices, while toral corporate

in average realized price to $7.06 per mef in 2006 natural gas commanded an § percent premium on the
compared to $9.84 per mcf in 2005. Pembina Nisku same basis.

Natural Gas Pricing Comparative
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The Company maintained significant weighting marketed approximately 99 percent of its natural gas

to the Alberta natural gas marker in 2006, as this sales directly, with the remaining 1 percent marketed
market continued ro offer 2 premium netback by aggregators,

relative to other indices. During 2006, the Company

Energy Premium to AECO (HPX Daily/Monthly Index)
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Highpine will continue to employ sound marketing nature of commodiry pricing which is subject to
practices in an attempt to partially offset the cyclical external influences beyond Highpines control.
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West Central Alberta Gas Fairway

West Central Alberta Gas Fairway
The West Central Alberta Gas Fairway is located
west of Edmonton, Alberta and trends from Red
Deer, Alberta approximately 200 miles northwest, It
includes natural gas and crude oil properties at Ante
Creek, Edson, Windfall, McLeod, Goodwin, Chip
Lake, Wilson Creek, Ferrier and Joffre.

The West Central Alberta Gas Fairway is more than
16,000 square miles in size and targets multiple Deep
Basin sands, such as the Dunvegan, Cardium, Viking,
Norikewin, Falher, Bluesky, Gething, Cadomin and
Rock Creek, and Triassic sands such as the Halfway,
Doig and Montney. Large pools of hydrocarbons can
also occur in the even deeper Devonian Wabamun,

Nisku and Leduc formarions.

Geologic Considerations

Deep Basin narural gas sands are generally found at
depths of 8,000 to 12,000 feer and produce from
quartzose sandstones and conglomerates that require
fracture stimulation to improve permeability. Geologic
mapping is used 1o define prospective areas using
existing wellbores. Seismic is used o attempt to define
areas of thicker sands and higher porosity. The multi-
zone potential of these areas continues to attract land
sale bids of more than $500,000 per section ($5,000 per
acre). Reserves per well range from 1 to 5 billion cubic
feet with median reserves of 1.5 billion cubic feet. In
addition, most of the targeted zones contain natural gas

liquids, which enhances the economics.

Highpine Prospect Targets

Along the Fairway, Highpine is targeting medium risk,
medium-depth, multi-zone drilling potential for sweet
natural gas and crude oil production and reserves.
Sweet means the majority of the producing horizons
do not contain hydrogen sulphide (H S) and can

be licenced, drilled and brought on-stream quickly.

Typically, the quality of the natural gas (including
associated natural gas liquids) and the crude oil
earns premium prices, allowing for high netbacks
and good economics in most oil and natural gas

price environments.

The West Central Alberta Gas Fairway is Highpine's
second most significant property. In 2006, the
Company participated in the drilling of 48 (27.9 net)
wells in the Fairway. The program resuleed in 40
(23.1 net) oil and natural gas wells and 8 (4.8 net)
dry holes, for an overall success rate of approximately
83 percent. Notable areas of activity included Joffre,
where several successful oil and natural gas wells were
drilled; Chip Lake, where Highpine made two new
crude oil pool discoveries; Ante Creek, where multiple
narural gas (with condensate) pools were found; and
Edsen, which is an emerging natural gas area for

Highpine.

Although Highpine has numerous prospects in West
Cenrral Alberta, they will be drilled selectively in
2007 due to the superior economics for drilling in the

Pembina area.

Large Undeveloped Land Base

Highpine's undeveloped land base of 148,441
(108,050 ner} acres in the Fairway will provide
several years of drilling opportunities. The Company
currently has a drilling inventory of 75 locations on
its Fairway lands and expects to drill approximately
10 1o 12 {7-9 net) wells in 2007, including selected
natural gas prospects at Ante Creek, Edson and
Joffre. Crude oil exploration drilling is anticipated
at Chip Lake, The remaining drilling locations in
inventory, and additional locations that are expected
10 be generated from geological work, can be drilled

in future years when Highpine elects to do so.

28 Highpine Cil & Gas Limited - TSX:HPX



CARDIUM

VIKING

WABAMUN
NISKU
LEDUC

Ante Creek
»

Exploration and Operations Review
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West Central Alberta

Gas Fairway Highlights

* Undeveloped land - 108,050 ner acres
* Ownership in eight facilities
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West Central Alberta Gas Fairway

Production and Reserves

In 2006, Highpine produced approximarely 2,640
barrels of oil equivalent per day from the West
Central Alberra Gas Fairway, representing 22 percent
of the Company’s total production. [n February,
2007 this Fairway contributed approximately 3,600
barrels of oil equivalent per day with a few working-

interest wells remaining to be tied-in.

At December 31, 2006 the Paddock, Lindstrom &
Associates reserves engineering report attributed 8.6
millien barrels of 0il equivalent of proved plus probable
reserves to the Company's West Central Alberta Gas
Fairway. This represents approximately 19 percent

of Highpine's total working interest reserves.

Edson

Gas-saturated reservoirs in the Cadomin and Bluesky
formattons are our main rargets for drilling at Edson.
Uphole secondary rargets include the Dunvegan,
Cardium, Viking, and Notikewin. Triassic sands,
below the Cadomin, may also be exploratory targets.
Geologic mapping defines localized areas for detailed

seismic definition of drilling locarions.

Highpine drilled one successful natural gas well in this
area in 2006 and plans to drill up to 4 wells in 2007,
Highpine holds 8,960 (3,680 net) acres of prospective
land at Edson.

Ante Creek

The Wabamun natural gas at Ante Creek is trapped in
porosity created by hydrothermal dolomiies associated
with basement faulting. Deuailed interpretation of 3D
seismic assists in the definition of drilling locations.

Highpine discovered 4 new Wabamun natural gas
pools in drilling 7 (3 net) exploratory wells. This adds
to 2 pools discavered in 2005. Highpine plans to drill
a minimum of 3 Wabamun wells in 2007.

Joffre

Ellerslie channels at a depth of 5,000 feet are the main
reservoir targeted at Joffre. These hydrocarbon-saturated
channels can be up to 80 feet thick, with porosity up to
15 percent, and generally contain no water. Secondary
targets include coal-bed methane, Edmonton, Belly
River, and Viking sands,

in 2006, Highpine dri]led 2 (2 net) Ellerslie oil wells
and 2 (2 net) Ellerslie natural gas wells. Highpine
also owns a 100 pcrc:cnr interest in a natural gas

processing plant that processes gas from our wells.

The Alberca government recencly approved the
increased density of drilling in the Joffre area.
Highpine has an extensive exploitation drilling

program that can be initiated when appropriate.
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Highpine is committed to conducting activities in 2
manner that will safeguard the health and safety of
employees and the public and thar will preserve the
quality of the environment. Each of our employees and
contractors share the responsibility for providing the
leadership and direction needed 1o effectively manage
the required plans 2nd programs. We encourage
innovative solutions that will assist us in improving
our health, safety and environment. In order to fulfill
our business goals as well 2s meet the needs of our
shareholders, exemplary performance in the area of
health, safety and the environment is essential.

Highpine is committed to integrating many important
objectives into the decisions affecting our day to day

operations, such as:

* Providing all employees and contractors with the
education and training required to ensure these goals

are achieved.

Striving to meet or exceed all regulatory

requirements, industry standards, and best practices.

Promoting meaningful consultation with the public,
government agencies and other stakeholders who
could be adversely affected by our operations and

also ensuring that we respond to their concerns.

Ensuring emergency response capabilities are in place
and that proper rraining and periodic deployment

exercises are conducred.

Conducting internal audits and assessments of our
aperations to identify risks and take proactive steps

10 mitigate exposure.

Reporting all accidents and incidents and conducting
investigations that will identify improvements

needed to prevent recurrence.

Highpine has entered into commitment agreements
with some of the major stakeholders in certain
core areas that it operates in, These stakeholders

have acknowledged that all of these commirments

with respect to drilling, complerions, facilities

and emergency response plans exceed minimum
regulations or guidelines which ensure a higher
standard of safety 2nd environmental protection in
their communities. In dn effort to reduce greenhouse
gas emissions, Highpine is making every effort

to minimize flared volumes during well resting
operations. Highpine has committed to flare for a
maximum of eight hours, and in many cases will
in-line test the well after a short four hour clean-up

period if the well was stimulaced.

Highpine has experienced tremendous growth over
a relatively short peried of time and, as a result,
has significantly increased its field personnel.
Consequently, we are currently in the process of
developing and implementing a performance-based
evaluation system by which we can monitor our

progress in implementing our goals and rargets.

We expect excellence in health, safery and
environmental performance to be achieved through the
support and active participation of all management,

employees and contractors working for Highpine,

Typical emergency shut-down vaive stops the fiow of sour
gas at pre-set levels of pressure.
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Community Partnership

Highpine takes great pride in being a good corporate
citizen and a responsible neighbour in the communicies

in which it works.

In Drayton Valley and surrounding areas, Highpine

is 2 committed sponsor for many valuable activities
and programs. These include sponsorship of several
high school rodeo clubs, Drayton Valley Horse Club,
Drayvon Valley 4H Club, Shangri-la Lodge Expansion,
Eldorado School, Drayton Valley Christian School,
Drayton Valley Health Services Foundation, Drayton
Valley Scholarship Trust Society, Whithy Community
League, Sasquatch Community Arts Sociery, as well

as a Platinum-level sponsorship of the Drayton Valley

Field House Recreation Centre.
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Left to nght Ed Dusterhoft presenting a donation
to Sharon Hjartarson of the Drayton Valley Health
Services Foundation.

Donations have also been made 1o many other
charitable organizations, including the Alzheimer
Society of Calgary, Kids Cancer Care Foundation,
Heart and Stroke Foundation, Breast Cancer, Leukemia

& Lymphoma Society, and the United Way Campaign.

Highpine also sponsors the World Professional
Chuckwagon Associdtion at the Calgary Stampede
and the Ponoka Stampede. These sponsorships
provide Highpine’s staff — and the residents of the
communities in which we work —a great opportunity
to get involved with this exhilarating sport. The
Company has established this rradition as a way o

i
SUPPO]’I thC community for years (o come.

Left to right: Karl Pischke, Jerry Bremner, Melissa Lang
and Ed Dusterhoft
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Operations Statistical Review

Acreage Summary

Total Undeveloped
(acres) Gross Net ‘ Graoss Net
Pembina Nisku Fairway 226,742 187,284 . 193,302 161,585
West Central Alberta Gas Fairway 216,390 143,162 148,441 108,050
Other 200,752 71,237 152,495 58,978
Total 644,084 401,683 494,238 328,613

* Antelope Land Services Lid., an independent land broker, condncied an evaluation of Highpine’s land base. At December 31, 2006 Highpine's
undeveloped fand value was estimated at Cdn$131.5 million. .

Drilling Activity ‘
2006 2005 2004

{wells) Gross Net Gross Net Gross Net
Exploratory |
Qil 5 33 8 6.4 6 1.4
Gas 21 13.6 12 9.0 2 1.1
Service ; - 10 40 1 0.3
Dry 10 6.6 13 11.7 4 1.6
Subtotal 36 24 43 31 13 4
Success Rate (95) 72 72 70 62 ‘ 69 G4
Average working interest (%) 65 72 . 34
Development
Gil 10 8.2 i 0.1 7 5.2
Gas 22 11.4 7 2.0 23 89
Service 5 3.2 1 0.4 6 2.4
Dry 1 0.5 4 2.8 5 1.8
Subtotal 38 23 13 5 41 18
Success Rate (%) 97 98 62 47 88 90
Average working interest (%) 61 41 45
Toral
Qil 15 11.5 9 65 13 6.6
Gas 43 25.0 19 11.0 25 10.0
Service 5 3.2 11 4.4 7 2.7
Dry 11 7.1 17 14.5 9 3.4
Toral 74 47 56 36 54 23
Success Rate (%) 85 85 70 60 83 85

Average working interest (%) 63 65 7 42
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Operations Statistical Review

Daily Production Volumes .
2006 2005 % Change

Crude oil and NGL (bbls/d} .
Pembina Nisku Fairway 6,549 3,239 102
West Central Alberta Gas Fairway 562 224 151
Bantry/Retlaw 371 ' 420 (12)
Minor I’ropcrtics 72 , 101 29)
"Total crude oil and NGL 7554 3,984 20
Natural gas {mef/d)
Pembina Nisku Fairway 10,653 4,126 158
West Central Alberta Gas Fairway 12,474 7,614 64
Bantry/Retlaw 621 _ 941 (34)
Minor Properties 1,602 1,142 40
Total natural gas 25,350 13,823 83
Total (boe/d)
Pembina Nisku Fairway 8,324 3,927 112
West Central Alberta Gas Fairway 2,640 1,492 77
Bantry/Retlaw 475 576 (18)
Minor Properties 340 293 16
Grand total 11,779 6,288 87

Reserves
Year-end Reserves Summary
As at December 31, 2006, the Company’s wotal proved plus probable gross working interest reserves were 44.4

million barrels of oil equivalent, an increase of 82 percent compared 1o 24.4 million barrels of cil equivalent as at

December 31, 2005.

The growth in reserve volumes resulted principally from Highpine's successful 2006 Pembina drilling program
and the acquisition of Whire Fire and Kick.

Paddock, Lindstrom & Associates Lid. has evaluared all of Highpine’s reserves as at December 31, 2006. The
December 31, 2006 reserves presented below include Company working interests before royalty interests and
before royalty costs. Where volumes are expressed on 2 barrel of oil equivalent {boe) basis, natural gas volumes

have been converted to barrels of oil in the ratio of one barrel of oil o six lhousanld cubic feer of natural gas.

34 Highpine Oil & Gas Limited - TSX HPX



Operations Statistical Review

Summary of Crude Qil, NGL and Natural Gas Reserves and Net Present Values

of Estimated Future Net Revenue as of December 31, 2006

Based on Forecast Price Assumptions~

Natural Crude Oil Total
December 31, 2006 CGas & NGL (6:1)
(beh) (m'bh]s) {mboe)
Proved developed producing 45.49 11,249 18,831
Proved developed non-producing 16.86 3.478 6,289
Proved undeveloped 12.59 2,037 4,135
"Toral proved 74.94 16,764 29,254
Probable addirional 37.73 8,852 15,141
Total proved plus probable 112.67 25,616 44,395
* Highpine working interest only — does nor include Highpine royalty interests and royalty costs, )
Net Present Values of Future Net Revenue
Before Income Taxes Discounted at {%/year)
Reserves Category 0 5 10 15 20
(Thousands of Dollars)
P'roved
Developed producing 543,822 461,926 405,730 364,344 332,367
Developed non-producing 150,028 127,734 111,676 99,547 90,055
Total developed 693,850 589,660 517,406 463,891 422,422
Undeveloped 90,164 64,901 50,105 40,159 32,923
Toral proved 784,014 654,561 567,511 504,050 455,345
Probable 435,116 278,815 206,469 163,100 133,629
Total proved plus probable 1,219,130 933,376 773,980 667,150 588,974
Oil and Gas Price Forecast WTI @ Cushing US$/CDNS AECO C
US$/bbl Exchange Rate CDN$/mmbru
Year
2007 61.00 0.87 7.33
2008 60.00 0.87 7.91
2009 60.00 0.87 7.89
2010 58.00 0.87 7.87
200 56.00 0.87 8.02
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Reserves Reconciliation*

Natural Gas Crude Oil & NGL Total
Total Proved + Total Proved + Total Proved +
Proved Probable Proved Probable Proved Probable

(bcf) (mbbls) - (rmboe)
December 31, 2005 31.76 4714 10,431 16,500 13,725 24,356
Drilling additions 24.05 39.84 3,928 © 4,691 7,936 11,331
Acquisitions 2596 36.58 4,591 6,969 8,217 13,065
Dispositions - - - - - -
Technical revisians 2.42 (1.64) 572 . 214 975 (58)
Production (9.25) (9.25) (2,758) (2,758) (4,299 (4,299}
December 31, 2006 74.94 112.67 16,764 25,616 29,254 44,395

* Highpine working interests only — does not include Highpine royalty intevests and rayalty costs,

Finding, Development and Acquisition Costs
Highpine has calculated FD&A costs for 2006 and for the three-year period from 2004 1o 2006.

The 2006 F&D costs for the exploration and development pragram only, averaged $17.24 per barrel of cil
equivalent for proved plus probable reserves and $21.81 per barrel of oil equivalent for proved reserves, before
changes in future capital and after revisions {$24.24 and $26.65 per barrel ofoillcquivalcnt respectively, including

future capital).

This 2006 F&D) costs include top decile F&D costs of $10.62 per barrel of oil equivalent for proved plus probable
reserves and $14.78 per barrel of oil equivalent for proved reserves {($18.92 and $21.06 barrel of oil equivalent
respectively, including furure capiral) in the Pembina Nisku Fairway which yields superior reinvestmenr efficiency
ratios of 3.2 and 2.3, displaying the economic power of the Nisku play type. The 2006 Pembina results support the
realization of Highpine's vision of the high economic growth patential of the Pembina Nisku Fairway which led
the Company to aggressively commit up-front capital expenditures for land, seismic and facilities during the past
four years. Highpine also reatized upward reserve revisions in several of its Nisku pools, reaffirming Highpine’s
confidence in the quality of its Pembina assets. Highpine expects to allocate the majority of its capital expenditure
budgets in the foreseeable future to its Pembina Nisku Fairway ro capiralize on its significant inventory of drilling

lacations and its progress in procuring drilling licences,

Despite a successful drilling year in Pembina, corporate F&D costs of $24.24 per barrel of oil equivalent
{including furure capital) for proved plus probable reserves are higher than desired due primarily to negative
performance-based reserve revisions in certain properties in the West Central Alberta Gas Fairway. Highpine

intends to allocate capival to select properties and drilling prospects contained in this Fairway.

The acquisition costs of $35.85 per barrel of oil equivalent for proved plus probable reserves are in line with
expectations from evaluations conducted when assessing the acquisitions. Highpine expects that these costs will
decrease with future exploitation of the drilling prospects that accompanied theseacquisitions. For example,

Highpine acquired 30 drillable Nisku prospects with the acquisition of Kick.
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For the three-year period ended December 31, 2006, F& D costs for the Company’s exploration and development
program only, averaged $17.37 per barrel of ail equivalent for proved plus probablé reserves and $24.12 per barrel
of oil equivalent for proved reserves, excluding an adjustment for future capital and after revisions ($22.00 and
$27.46 per barrel of oil equivalent respectively, including future capital).

On a sizndalone basis, Pembina’s three year exploration and development program F&D costs averaged $12.49
per barrel of oil equivalent for proved plus probable reserves and $18.91 per barrel of 0il equivalent for proved
reserves before Furure capital ($17.85 and $23.04 per barrel of oil equivalent respectively, including future capical).
Re-investment efficiency ratios for the same three-year peried are 3.0 and 2.0 for proved plus probable and 1otal
proved reserves respectively. These strong F& D costs create a strong re-investment efficicncy ratio which clearly

demonstrates Highpine's success in developing the robust economic potential of the Pembina Nisku Fairway.

Total 2006 FD&A costs, including changes in future capital, were $30.47 per barrel of oil equivalent for proved
plus probable reserves and $39.59 per barrel of oil equivalent for proved reserves. Average FD& A costs for the
three-year period ended December 31, 2006 were $30.01 per barrel of oil equivalent for proved plus probable
reserves and $40.95 per barrel of oil equivalent for proved reserves. Highpine expects that its FD8A costs will

improve in the future as it allocates the majority of its capital expenditures to the Pembina Nisku Fairway,

Total Proved Finding, Development and Acqguisition Costs

Years Ended December 31, 2006 2003 2004
(000s, except per unit) U $ 3
Excluding effect of acquisicions and dispoesitions
Total exploration & development capital costs 194,394 147,306 66,000
Net change from previous year’s estimated

future development costs 43,104 3,773 9,520
Total estimated capital for finding & development costs 237,499 151,079 75,520
Additions to total proved reserves (mboe) 8,911 3.673 4,318
Finding & development costs ($/boe) — Before Change in Future Development Costs 21.81 40.10 15.29
Finding & development costs ($/boe) 26.65 41.13 17.49
Threc-vear average iinding & development cost ($/boe) 27.46 - -
Including effect of acquisitions and dispositions
Total exploration & development capital costs 662,751 552,606 113,747
Net change from previous year’s estimated furure development costs 43,104 3,773 9,520
Total estimated capital for finding & development costs 705,855 556,379 123,267
Additions ro total proved reserves (mboe) 17,829 9,844 6,165
Finding & dcvc]opmcnl costs ($/boe) — Before Change in Future Development Costs 37.17 56.14 18.45
Finding & development costs ($/boe) 39-59 56.52 19.99
Three-year average finding & development cost ($/boe) 40.95 - -
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Total Proved Plus Probable Finding, Development and Acquisition Costs

Years Ended December 31, 2006 2005 2004
(000s, excepr per unit) $ 3 $
Excluding effect of acquisitions and dispositions
Total exploration & development capital costs 194,394 147,306 66,000
Nert change from previous year’s estimated

future development costs 78,890 16,637 13,160
Total estimated capital for inding & development costs 273,291 163,943 79,160
Additions to total proved plus probable reserves {mboe) 11,273 5,399 6,804
Finding & dcvelopmcm costs ($/boe} — Before Change in Future Development Costs 17.24 27.28 9,70
Finding & development costs ($/boe} 24.24 30.36 11.63
Three-year average finding 8 development cost ($/boe) ' 22.00 - -
Including effect of acquisitions & dispositions
Toral estimated exploration & development capital costs 662,751 552,606 113,747
Nert change from previous year’s estimated future development costs '78,896 16,637 13,160
Total estimated capiral for finding & development costs 741,647 569,243 126,907
Additions o total proved plus probable reserves (mboe) 24,338 14,474 9,106
Finding & development costs ($/boe) — Before Change in Future Development Costs 27.23 38.18 12.49
Finding & development costs {$/boe) ! 30.47 39.33 13,94
Three-year average finding & development cost ($/boe) 30.01 - -

Note: The aggregnre of the exploration and developiment costs incurred in the most recent financial year and the change during thas year in esiimased

Suture development costs generally will not reflect total finding aund development costs reluted to reserve udditions for that year.

1
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This Management’s Discussion and Analysis (MD&A) is dated and based on informarion ac March 12, 2007,
This MD&A has been prepared by management and should be read in conjunction with the audited consolidated
financial stacements for the years ended December 31, 2006 and 2005 for a complete understanding of the financial

position and results of operations of Highpine Oil & Gas Limited ("Highpine” or the “Company™).

Certain information set forth in this MD&A contains forward-looking statements including expectations of furure
production, procurement of drilling permits, plans for and results of exploration and development activities and
other operational developments and components of cash flow and earnings. Readers are cautioned that assumptions
used in the preparation of such statements may prove to be incorrect. Events or circumstances may cause actual
results to differ materially from those predicred, as a result of numerous known and unknown risks, uncertainties,
and other factors, many of which are beyond the control of the Company. These risks include, bur are not limited
to: the risks associated with the oil and natural gas industry, commodity prices, and exchange rate changes. Industry
related risks include, but are not limited to: operational risks in exploration, development and production of oil and
natural gas and preduection risks associated with sour hydrocarbons, dependence on third-party owned and operated
production facilities, availability of skilled personnel and services, failure to obrain industry partner, regulatory and
other third-party consents and approvals, delays or changes in plans, risks associated with the uncerrainty of reserve
estimates, health and safety risks and the uncertainty of estimates and projections of reserves, production, costs
and expenses. The risks outlined above should not be construed as exhaustive. Readers are cautioned not to place
undue reliance on these statements. The Company undertakes no obligation to u}!)da[c or revise any forward-looking

statements except as required by applicable securities laws.

This MD&A uses the terms “cash llow from operations,” “cash How,” “cash How per share,” and “operating netback”
which are not recognized measures under Canadian generally accepted accounting principles (GAAP). Management
believes that in addition o net earnings, cash Aow is a useful supplemental measure as it provides an indication of
the results generated by Highpine’s principal business activities before the consideration of how these activities are
financed or how the results are taxed. Investors are cautioned, however, that this measure should not be construed
as an aleernative to net earnings determined in accordance with GAAP as an indication of Highpine’s petformance.
Highpine's mechod of caleulating eash flow may differ from other companies, especially those in other induseries
and, accordingly, may not be comparable to measures used by other companies. Highpine calculates cash from
operations as cash from operating activities before the change in non-cash working capiral related to operating
activities. Highpine also uses operating netback as an indicator of operating performance. Operating netback is
calculated on a per boe basis taking the sales price and deducting royalties, operating casts, uransportation costs and

realized hedging gains and losses.

Where amounts are expressed on a barrel of oil equivalent (boe) basis, nawural gas volumes have been converted o
equivalent barrels of 0il using a conversion factor of six thousand cubic feet equal © one barrel of oil equivalent unless
otherwise indicated. This conversion ratio of 6:1 is based on an energy equivalent conversion method primarily
applicable at the burner tip and does not represent a value equivalency at the wellhead. Boe figures may be misteading,

particularly if used in isolation.
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All references 1o dollar values refer to Canadian dollars unless otherwise stated.

Additional information relating to Highpine Oil & Gas Limited, including the Company’s znnual information
form, is available on SEDAR at www.sedar.com and on the Company’s website at www.highpineog.com.
Financial Results
0i1 and Natural Gas Revenue .
Year Ended Diecember 31,

(5000s) 2006 2005 % Change
Crude oil and narural gas liquids (NGL) revenue 182,509 97,674 &7
Natural gas revenue 65,295 49,629 32

247,804 147,303 68
Realized hedging gain (loss) 4,703 (6,613) -
Unrealized hedging gain (loss) 2,431 944 158
Tortal il and natural gas revenue 254,938 141,634 80

For the year ended December 31, 2006, toral oil and natural gas revenue rose to $254.9 million from $141.6 million
in 2005. The increase was due primarily to production increases which resulted in a $116.0 million increase in

D i di i imaril I ially offset by the C ! di
revenues. Decreases in commodiry prices, primarily natural gas were partially offset by the Company’s commaodity

price risk management program.

Producticon

Year Ended December 31,

2006 2005 % Change
Daily Production
Crude oil and NGL (bhls/d) 7,554 3,984 90
Natural gas {mcf/d) 25,350 13,823 83
Boe/d 11,779 6,288 87
Production Mix .
Crude oil and NGL G4% 63% -
Natural gas 36% 37% -
100% 100% —
Year Ended December 31,
(boc/d) 2006 2005 % Change
Daily Production by Area
Pembina Nisku Fairway 8,324 3,927 112
West Central Alberta Gas Fairway 2,640 1,492 77
Bantry/Reclaw 475 576 {13)
Other 340 293 16
Toral 11,779 6,288 87
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Production for the year ended December 31, 2006 increased by 87 percent 1o 11,779 boe/d from 6,288 boe/d in
2005. The acquisition of White Fire Energy Lid. (“White Fire”) contributed 600 i)oe/d from February 22, 2006
onward. The acquisition of Kick Energy Corporation (“Kick™) added 3,600 boe/d from August 1, 2006 onwards.
Additional production gains are attributable to a full year of praduction from the acquisition of Vaquera Energy
Ltd. (*Vaquero”) which was completed on May 31, 20035, bringing on new production from the Company’s drilling
program and property acquisitions.

The Company is estimating that bringing currently shut-in volumes on-stream and continued drilling success should

result in its 2007 production rate exceeding 20,000 boe/d.

Pricing h

Year Ended December 31,

2006 2005 % Change
Selling Prices Before Hedges
Crude oil and NGL {$/bbl) 66.19 67.16 1Y)
Narural gas ($/mcf) 7.06 . 9.84 (28}
Total combined ($/boe) 57.64 64.18 {10)

Year Ended Dcccnibcr 31,

2006 ‘ 2005 9% Change
Benchmark Prices !
WTI oil (US%/bbl) 62.25 56.61 i7
US$/Cdn$§ exchange rate 0.88 0.83 6
AECO natural gas ($/mcf) 6.51 8.73 (25)

An increase in the WT1 benchmark price for crude oil of 17 percent was offset by a stronger Canadian doltar.

A 25 percent decrease in average AECO prices was the primary driver of the decrease in realized narural gas prices.
Commodity Price Risk Management
The Company enters into derivative instruments to manage its commadity price exposure, The Company does not

enter into derivative instruments contracts for rrading or speculative purposes.

Year Ended December 31,

2006 ) 2005 % Change
Average volumes hedged (boe/d) 4,736 1,086 336
Percent of production hedged 40% o 17% i35
Realized hedging gain {loss) ($000s) 4,703 (6,613) -
Realized hedging gain (loss) ($/boe) 1.09 {2.88) -

For the year ended December 31, 2006, Highpine realized a $5.3 million natural gas hedging gain and a $0.6
million crude oil hedging loss.
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The following contracts are outstanding at December 31, 2006:

Term Contract Volume Fixed Price
Jan 07 to Dec 07 Qil Collar 1,750 bbls/d US$55.00 o $86.15/bbl
Jan 07 to Dec 07 Qil Collar 1,750 bbls/d US360.00 1o $80.70/bb!
Jan 07 to Dec 07 Oil Swap 500 bbls/d - Cdn$73.00/bbl
Jan 07 to Dec 07 Oil Swap 500 bbls/d Cdn$73.70/bbi
Jan 07 o Dec 07 Oil Swap 500 bbls/d . Cdn$74.70/bbl
Jan 07 o Dec 07 Oit Swap 500 bbls/d Cdn$75.82/bb!
Jan 07 to Dec 07 Natural Gas Swap 2,500 GJs/d Cdn$7.55/G]
Jan 07 to Dec 07 Narural Gas Swap 2,500 GJstd Cdn$7.62/G])
Jun 06 o Mar 07 Natural Gas Collar 5,000 GJs/d Cdn$5.40 10 $12.00/G]J
Jul 06 10 Mar 08 Natural Gas Collar 5,000 GJs/d Cdn$6.00 10 $11.10/G]

As at December 31, 2006, the unrealized mark-to-market gain on cwtsranding cr‘lude oil contracts was $1.1 miliion

and the unrealized mark-to-market gain on outstanding natural gas contracts was $2.1 million.

Royalty Expense
Year Ended December 31,

2006 2005 % Chang:
Total royalties, net of ARTC {3000s) 70,529 38,995 81
As a percent of vil and natural gas sales (before hedging) 28% . 26% 8
£/boe 16.40 16.99 (3)

Royaluy rates as a percentage of oil and natural gas sales were higher in 2006 than in 2005 due ro gross overriding
royalties on certain Pembina wells along with a higher proportion of the Company’s production coming from

Pembina which attracts higher Crown royalties.

Operating Costs
Year Ended I)cccmber 31,

2006 f 2005 % Change
Operating costs ($000s) 36,839 ' 14,575 153
$/boe 8.57 6.35 35

For the year ended December 31, 2006, operating costs on a per boe basis increased by 35 percent over 2005. The
increases were a result of the Company incurring hxed costs at the Violet Grove oil battery while certain Pembina
volumes were shut-in, increased costs at Pembina associated with sour oil production and higher overall processing

costs on some of the Company’s properties.
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Transportation Costs
Year Ended December 31,

2006 ) 2005 % Change
Transpartacion costs ($000s) 3,069 © 2,439 26
$/boe 0.71 1.06 (33)

For the year ended December 31, 2006, transportation costs decreased by 33 percent to $0.7/boe from $1.06/boe
in 2005. Transportation costs for 2005 were higher as a $04 million sulphur trucking charge related o 2004

production was included in 2005.

Operating Netback

Year Ended December 31,

{$/bae) 2006 ' 2005 % Change
Sales price before hedging 57.64 . 64.18 (10)
Royalties {16.40) (16.99) (3)
Operating costs (8.57) (6.35) 35
Transportation costs (0.71) (1.06) (33)
Netback before hedges 31.96 . 39.78 (20)
Realized hedging gain (loss) 1.09 (2.88) -
Operating netback 33.05 36.90 {(10)

Operating netback before realized hedging gains or losses was $31.96/boe for the year ended December 31, 2006
compared 1o $39.78/boe in 2005. The 20 percent decrease was due to lower realized natural gas prices as well as
higher operating costs.

Operating netback for the year ended December 31, 2006 was positively impacted by realized natural gas hedging gains.

General and Administrative Expenses

Year Ended December 31,

2006 2005 % Change
Gross expenses ($000s) 12,931 . 7154 81
Capitalized ($000s) (3,249) ©(1,377) 136
Net expenses ($000s) 9,682 5,777 68
$/boe 2.25 252 (1
Percent capitalized 25% 19% 32

Ner expenses rose by 68 percent 10 $9.7 million in 2006 from $5.8 million in 2005 as a result of salaries related
to personnel obtained from the corporate acquisitions made during the year as well as staff increases necessary to
manage the growth of the Company. At December 31, 2006, Highpine had 55 Calgary-based office employees
compared to 39 ar December 31, 2005. On a per boe basis, general and administracive expenses decreased by 11
percent to $2.25/boe in 2006 from $2.52/boe in 2005.
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Stock-Based Compensation
Stock-based compensation expense totalled $5.7 million in 2006 compared tw $3.2 million in 2005. The increase
was primarily the result of stock options that were granted to new employees as well as to former Vaquero and White
Fire employees who remained with the Company. '

i

i
Interest and Finance Costs

Inrerest and finance costs for 2006 were $5.1 million versus $3.6 million in 2005. The 42 percent increase was due

1o higher average debt levels and an increase in the prime interest rate.

Depletion, Depreclation and Accretion
Year Ended December 31,

2006 ' 2005 % Change
Depletion and depreciation {($000s) 124,627 53,566 133
Accretton of asset retirement obligation ($000s) 679 327 108
Total DD&A ($000s) 125,306 ' 53,893 133
DD&A rate ($/boe) 29.15 2348 24

The depletion, depreciation, and accretion (DD&A) rate increased to $29.15/boe in 2006 from $23.48/boe in
2005. The higher DD&A rarte is primarily attributable to the White Fire and Kick acquisitions for which Highpine
recorded a higher proportionate cost per barrel of proved reserves compared to the Company’s existing properties.

Income Taxes
For the year ended December 31, 2006, a future tax reduction of $8.0 million was realized due to a decrease in the
Canadian federal and Alberta tax rates, which resulted in 2 non-recurring $9.1 million tux reduction.

Although current rax horizons depend on product prices, production levels and the nature, magnirude 2nd
timing of capital expenditures, Highpine’s management currently believes no cash income tax will be payable in
2007 or 2008. '

Cash Flow and Net Earnings
Year Ended December 31,

2006 2005 % Ch:mg:

Cash from operations {$000s) 127,072 74,550 70

Per diluted share ($) 2.17 2.09 4
Net earnings {$000s) 0,953 ‘ 12,274 (43)
Per diluted share (3) 0.12 0.34 (65)

For the year ended December 31, 2006, cash flow increased by 70 percent to $127.1 million from $74.6 million in
2005. Cash fow per diluted share increased by 4 percent to $2.17 in 2006 from $2.09 in 2005,

During 2006, net earnings totalled $7.0 million, a 43 percent decrease from 2005, Net earnings for 2006 include a
£9.1 million non-recurring future tax reduction realized as a result of enacted Canadian federal and Alberta tax rate

reductions. Earnings were negatively impacted by higher DD&A and lower natural gas prices.
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Liquidity and Capital Resources

In the third quarter of 2006 the Company increased its syndicated credin facilities to $205 million. The repayment
terms of the revalving term credit facility were amended such that in the event that the term date is not extended,
the balance under the facility would be repayable 365 days after the term date. As a result of the amendment, the
balance ourstanding under the facilicy has been reclassified as long-term in the consolidated balance sheet. The next

term date is May 29, 2007.

At December 31, 2006, the Company had a revolving term credic facility of $205 million and a demand operating
credit facility of $20 million with $138.9 millien drawn against these facilities, thereby providing remaining credit
capacity of $86.1 million. At December 31, 2006, the Company had a working capital deficiency of $30.7 million
and net debt of $169.6 million. The ratio of December 31, 2006 net debr to 2006 cash How was 1,33 times.

As at ($000s except market price and debt ratios) December 31, 2006 [December 31,2005
Capitalization ($000s) ’

Bank debe © 138,890 104,707
Working capital deficiency!™ 30,680 4,892
Ner debt 169,570 109,599
Shares outstanding ($000s) 67,648 44,250
Market price at end of year ($) 15.70 20.70
Marker capitalization ($000s) 1,062,074 915,975
Total capitalization ($000s) 1,231,644 1,025,574
Net debt as a percent of toral capitalization 14% 11%
Cash flow ($000s) © 127,072 74,550
Ne debt o cash flow ratio 1.33 1.47

n Working capital excliides unrealized financial instruments,

Highpine’s 2007 capital budget of $200 million is expected to be funded from the Company’s existing credir facilities

and cash flow from operations.
At March 12, 2007, the Company’s bank debt was approximately $142 million.
Capital Expenditures

Capiral expenditures, excluding corporate acquisitions and property dispositions, totaled $194.8 million for the year
ended December 31, 2006 compared to $149.9 million for 2005.

Highpine acquired White Fire in February 2006 for total consideration of $114.3 million. The Company acquired
Kick in August 2006 for toral consideration of $326.6 million. Boch White Fire and Kick had operations focused
in Highpine's Pembina Nisku fairway.

Highpine also complered property acquisitions totalling $27.3 million in 2006. The property acquisitions were in
Pembina, Brazeau River and Ante Creek.

Highpine drilled 74 gross {46.7 net) wells in 2006.
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Year Ended December 31,

(30005) 2006 . 2005 % Change
Land 17,392 © 42,346 (59)
Geologic and geophysical 10,431 ' 14,064 (26)
Drrilling and completions 110,665 53,233 108
Facilities and equipment 52,649 36,441 44
Capitalized general and administrative 3,258 1,202 171
Office and other 358 ‘ 2,610 (86)
Total capital expenditures 194,753 149,896 30
Property acquisitions 27,461 4,119 567
Property dispositions - (409) -
Corporate acquisitions' 440,895 399,415 10
Total capital expenditures and acquisitions 663,109 553,021 20

Y Represents satal considerasion for the transactions, including fees, but s priov 10 the relased futsre income tax liability and asset retirement
obligation.

Shareholders’ Equity

On August 1, 2006, the Company issued 14.8 million Common Shares to acquire all of the issued and outstanding
shares of Kick for $283.3 million.

On February 21, 2006, the Company issued 4.1 miltion Common Shares to acquire all of the issued and outstanding
shares of White Fire for $95.5 million.

On February 22, 2006, Highpine issued 4.3 million Commeon Shares at a price of $23.40 per share for gross
proceeds totalling $100.6 million. Costs associated with the issuance of the Common Shares totalled $4.3 miltion

resulting in net proceeds of $96.3 million.

Qutstanding Common Shares
As ac March 12, 2007, the Company had 67.7 million Common Shares outstanding and had granted options to

optionees to acquire a further 4.5 million Common Shares with an average exercise price of $15.31 per share.

Fourth Quarter Review

Highpine increased its average production to 13,690 boe/d in the fourth quarter of 2006 from 8,549 boe/d in the
fourth quarter of 2005. The increase in production is attributable to the Whirte Fire and Kick acquisitions as well as
the Company’s drilling programs.

Highpine incurred $72.8 million of capital expenditures in the fourth quarter of 2006 compared to $50.8 million in the

fourth quarter of 2005, Capital expenditures were focused on the Company's drilling programs and tie-ins of wells.

Highpine's cash flow per diluted share decreased by 29 percent in the quarter as a result of realizing significantly
lower commaodity prices as well as incurring higher operating costs. Highpine incurred a net loss of $5.4 million in

the fourth quarter of 2006 primarily as a result of higher DD & A expense.
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Future Accounting Change

Financial Instruments

The Canadian Institure of Chartered Accountants {CICA}) has issued new accounting standards, CICA Handbock
section 3855, “Financial Instruments Recognition and Measurement,” CICA Handbook section 1530, “Comprehensive
Income,” and CICA Handbook section 3865, “Hedges.” The standards deal with che recognition and measurement of
financial insteuments and comprehensive incorme. The new standards are effective for fiscal years beginning on or after
October 1, 2006. The Company is currently assessing the impact of these standards on its financial statements.
Critical Accounting Estimates

The preparation of the Company’s financial statements requires management o adopt accounting policies that
involve the use of significant estimates and assumptions. These estimates and assumptions are developed based on
the best available information and are believed by management to be reasanable under the circumstances. New

events or additional information may result in the revision of these estimates over time.

Depletion, Depreciation and Accretion

Highpine follows CICA accounting guideline Ac(G-16 on full cost accounting in the oil and natural gas industry to
account for oil and narural gas properties. Under this method, all costs associated with the acquisition of, exploration
for, and the development of crude oil and natural gas reserves are capitalized and costs assoctated with production
are expensed. The capitalized costs are depleted using the unit-of-production method based on estimared proved
teserves using management’s best estimate of future prices. Reserves estimates can have a signifcant impact on

earnings, as they are a key component in the calculation of depletion.

Asset Impairment

Producing properties and unproved properties are assessed for impairment annually or as economic events dictare,
The cash flows used in the impairment assessment require management to make estimates and assumptions as to
recoverable reserves, furure commodity prices and operating costs. Changes in any of the estimares or assumptions

could result in an impairment of the carrying value of producing properties and unproved properties.

Asset Retirement Obligations

Asset retirement obligations require thar management make estimates and assumptions regarding future liabilities
and cash Hows involving environmental reclamation and remediarion. Estimates of future liabilities and cash flows
are subject to uncertainty associated with the method of reclamation and remediation, environmental legislation, the

timing of reclamation and remediarion activities and the cost of reclamation and remediation acrivirics.

Purchase Price Allocation

Business acquisitions are accounted for by the purchase methad of accounting. Under this method, the purchase
price isallocated ro the assets acquired and the liabilities assumed based on the fair value at the time of acquisition.
The excess purchase price over the fair value of identifiable assets and liabilities acquired is goodwill. The
determination of fair value often requires management to make assumptions and!esrimates about future events.
The assumprions and estimates with respect to determining the fair value of property, plant and equipment
acquired generally require the most judgment and include estimares of reserves acquired, future commodity prices
and discount rates. Future net earnings can be affected as a result of changes in future depletion and depreciation,

asset impairment or goodwill impairment.
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Goodwill impairment !
Goodwill is subject to impairment tests annually, or as economic events dicratg, by comparing the fair value of
the reporting entity to its carrying value, including goodwill. 1f the fair value of the reporting entity is less than
its carrying value, a goedwill impairment loss is recognized as the excess of the c:arrying value of the goodwill over
the implied value of the goodwill. The determination of fair value requires management to make assumptions and
estimates about recoverahle reserves, future commodity prices, operating costs,,production profiles and discount
rates. Changes in any of these assumptions, such as a downward revision in reservés, a decrease in future commodity
prices, an increase in operating costs or an increase in discount rates could result ir!l an impairment of all or a portion
of the goodwill carrying values in future perieds.

i
Accounting for Stock Options i
The Company recognizes compensation expense on options granted pursuant to its stock option plan. Compensation
expense is based on the theoretical fair value of each option at its grant date, the estimarion of which requires
management to make assumprtions abour the furure volarility of the Company’s stock price, future interest rates and
the timing of optionee’s decisions to exercise the options. The effects of a c:l'mngti7 in one or more of these variables

could result in a materially different fair value. '

Disclosure Controls

Disclosure controls and procedures have been designed to ensure chart information required to be disclosed by the
Company is accumulated and communicated 1o the Company’s management as appropriate to allow timely decisions
regarding required disclosure. The Company's Chief Executive Officer and Chief Financial Officer have cuncluded
based on their evaluation that the Company’s disclosure controls and procedures were operating effectively during

2006 to provide reasonable assurance that material informarion related to the Company, including its consolidated

subsidiaries, is made known to them by others within those entities. i
internal Controls Over Financiai Reporting ;
Internal controls have been designed to provide reasonable assurance regarding rthe reliability of the Company’s
financial teporting and the preparation of hnancial statements together with t}ic other financial information for
external purposes in accordance with Canadian GAAP. The Company’s ChiefExcicurivc Officer and Chicf Financial
Ofhcer have designed or caused 1o be designed under their supervision internal controls over financial reporting

related to the Company, including its consolidated subsidiaries. i

i
The Company’s Chief Executive Officer and Chicf Financial Officer are required to cause the Company to

disclose herein any change in the Company’s internal control over financial reporting thac occurred during the
Company’s mosrt recent interim period thar materially affected, or is rcasonab'ly likely to marerially affect, the
Company’s internal control over financial reporting. During 2006, the Company engaged external consuliants to
assist in decumenting and assessing the Company's design of internal control ovér financial teporting. No material
changes were idenrified in the Company's internal control of financial reporting during the three months ended
December 31, 2006, that had materially affected, or are reasonably likely to materially affect, the Company’s
internal control of financial reporting.
i

[t should be noted that a control system, including the Company’s disclosure and; internal controls and procedures,
no marter how well conceived can provide only reasonable, but not absolute, assurance thar the objectives of the
conurol system will be met and it should not be expected that the disclosure and internal controls and procedures

will prevent all errors or fraud. :
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Business Risks and Uncertainties

Highpine is exposed 1o numerous risks and uncertainties associated with the exploration for and development,
production and acquisition of crude oil, natural gas and NGL. Primary risks include:

« Uncertainty associated with obrtaining drilling licences and other consents and approvals;

* Finding and producing reserves economically; ‘

* Production risks associated with sour hydrocarbons;

* Markering reserves at acceprable prices; and

* Cperating with minimal environmental impact.

Highpine strives to minimize and manage these risks in a number of ways, including:
+ Employing qualified professional and rechnical staff;

« Communicating openly with members of the public regarding its activities;

» Concentrating in a limited number of areas;

* Utilizing the larest technology for inding and developing reserves;

* Constructing high-quality, environmentally sensitive, safe production facilities;

* Maximizing operational control of drilling and producing operations; and

* Minimizing commodity price risk through strategic hedging.

Envirenmentai Risks

Ail phases of the oil and natural gas business present environmental risks and hazards and are subject 1o environmental
regulation pursuant to a variety of federal, provincial and local laws and regularions. Compliance with such
legislation can require significant expenditures and a breach may result in the imposition of fines and penalries, some
of which may be material. Environmental legislation is evolving in a manner expected 1o result in stricter standards
and enforcement, larger fines and liability and potentially increased capital expenditures and operating costs. 1n
2002, the Government of Canada rarified the Kyoto Protocol {the “Protocol ™), which calls for Canada 1o reduce
its greenhouse gas emissions to specified levels. There has been much public debate with respeet to Canada’s ability
to meet these targets and the government's strategy or alternarive strategies with respect to climate change and the
control of greenhouse gases. Implementarion of strategies for reducing greenhouse gases whether 1o meet the limits
required by the Protocal or as otherwise determined could have a material impact on the nature of oil and narural
gas operations, including those of the Company. Given the evolving nature of the debate related to climate change
and the control of greenhouse gases and resulting requirements, it is not possible to predict either the nature of those

requirements or the impact on the Company and its operations and financial condition,

2006 Annual Report 49




Management's Discussion and

Selected Annual Information

Analysis

2006 2005 2004
Financial
($000s, except per share amounts)
Toral revenue™ 254,938 141,634 41,025
Net earnings 6,953 12,274 3,177
Per share — bastc 0.12 0.35 0.19
Per share — diluted 0.12 0.34 0.19
Cash flow from operarions 127,072 74,550 19773
Per share — basic 2.20 2.13 1.18
Per share — diluted 2.17 2.09 1.16
Corporate acquisitions 379,345 257,314 51,151
Capital expenditures' 222,214 153,606 61,133
Long-term debt 138,890 - -
Toral assets 1,392,911 753,690 163,388
Operating
Average daily production
Oil and NGL (bbls/d) 7,554 3,984 1,578
Nartural gas (mcf/d) 25,350 13,823 6,423
Total (boe/d) 11,779 6,288 2,648

N Toral revenue is after realized and unrealized hedging losses and gains.

1D Capiral expenditures are net of property dispositions.
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Summary of Quarterly Results

2006 2005
Q4 Q3 Q@ Ql Q4 Q3 0 Q
Financial
{$000s, except per share amounts)
Tosal revenue'” 67,552 60,205 62,765 64,416 54,229 51,495 21,817 14,093
Net earnings (loss) (5,446} 514 10,594 1,291 4,855 6,683 (32} 768
Per share — basic (0.08) 0.01 0.20 0.03 0.11 0.15 {0.00) 0.04
Per share — diluted (0.08) 0.01 0.20 0.03 0.11 0.15 (0.00) 0.04
C;;:ri]:i’:’nimm 29,657 31,165 34,704 31,546 27957 29796 9,856 6,941
Per share ~ basic 0.44 0.50 0.66 0.66 0.63 0.67 0.31 0.32
Per share — diluted 0.44 0.49 0.65 0.65 0.62 0.65 0.31 0.32
Corporate acquisitions - 289,694 - 89,651 - —~ 257,314 -
Capital expenditures® 72,711 56,144 46,590 46,769 50,861 48,149 19,839 34,757
Long-term debt 138,890 113,287 - - - - - -
Total assets 1,392,911 1,361,249 920,941 910,157 753,690 715,360 677,834 198,599
Operating
Average daily production
Qil and NGL (bbls/d) 8,653 6,675 6,940 7,950 5,881 5,562 2,617 1,816
Natural gas (mcf/d) 30,221 24,837 25,562 20,681 16,006 18,277 11,593 9,293
Toral (boe/d) 13,690 10,814 11,201 11,397 8.549 8,608 4,549 3.365

N Total revenue is after realized and unrealized bedging losses and gains.

O Capiral expendirures ave net of property dispositions.
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Management’s Report

Management has prepared the consolidated financial statements in accordance with accounting principles generally
accepted in Canada and in accordance with accounting policies detailed in the notes to the financial statements. T
alternative policies exist, management has chosen those it deems most appropriate in the circumstances. Financial
statements are nor precise since they include certain amounts based on informed estimates and judgments.
Management has ensured that the consolidated financial statements are presented fairly in all material respects.
Management has also prepared the financial information presented in this anaual report and ensured that i is

consistent with that presented tn the financial statements.

Management has designed internal controls over the financial reporting process ro provide reasonable assurance that

relevant and reliable informarion is produced.

The Board of Directors is responsible for reviewing and approving the consolidated financial statements and financial
information in the annual report. Thetr financial statement related responsibilicies are fulfiiled mainly through
the Audit Committee. The Audit Committee is appointed by the Board of Directors and is composed entirely of
independent directors. The Audit Committee meets regularly with management and with the external auditors
to discuss internal controls over the financial reporting process and financial reporting issues and o ensure that
management’s responsibilities are properly discharged. The Audit Commirttee also cansiders, for review by the Board

and approval by shareholders, the engagement or reappointment of external auditors.

KPMG LLP. the external auditor, has audited the consolidated financial statements in accordance with the auditing
standards generally accepted in Canada on behalf of the shareholders. KPMG LLP has full and free access to the

Audit Committee.

[Signed} “A. Gordon Stollery” [Signed] "Harry . Cupric”
A. Gordon Stollery Harry D. Cupric
Chief Executive Officer Vice President, Finance and

Chief Financial Officer
Calgary, Canada :

March 12, 2007
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Auditors’ Report

Auditors’ Report to the Shareholders

We have audited the consolidated balance sheets of Highpine Oil & Gas Limited as at December 31, 2006 and
2005 and the consolidated statemenrs of earnings and rerained earnings and cash flows for the years then ended.
These financial starements are the responsibility of the Company’s management. Qur responsibility is to express an

opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepred auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit aiso includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position
of the Company as at December 31, 2006 and 2005 and the results of its operations and its cash flows for the years
then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accounants

[Signed] "KIMG LPP”

Calgary, Canada
March 12, 2007
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Consolidated
Balance Sheets

As at December 31 ($000s) : 2006 2005
Assets '
Current assets i
Accounts receivable 54,944 40,716
Prepaid expenses and deposits 2,928 1,795
Financial instruments (note 10) 3,194 763
. 61,066 43,274
Property, plant and equipment {note 4) - 972,599 '493,330
Long-term investment, at cost {note 5) 1,150 1,000
Deferred charges - 251
Goodwill {note 3) | 358,096 215,835
F1,392,91 753,690
Liabilities and Shareholders’ Equity i
Current liabilities ;
Accounts payable and accrued liabilities ! 88,552 47,403
Bank indebtedness - 104,707
: 88,552 152,110
Long-term debt {note 6} ' 138,890 -
Future income taxes (note 11) : 151,802 84,167
Asset retirement obligations (note 7) j 11,258 5,898
Deferred lease inducements i 408 492
Shareholders’ equity
Share capital (note 8) ‘ 957,186 479,496
Contributed surplus (note 8) 9,962 3,627
Rerained carnings 34,853 27,900
. 1,002,001 511,023
Commitments (note 9)
1,392,911 753,690

See accompanying notes 1o the consoliduted fnancial starements.

On behalf of the Board:

[Signed] “Hank Swartout”

Hank Swartout

Director

{Signed] “John Brussa”

John Brussa

Director
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Consolidated Statements of
Earnings and Retained Earnings

Year Ended December 3t,

(50005, exceprt per share amounts) 2006 2005
Revenues
Oil and natural gas revenues 247,804 147,303
Royalties, net of ARTC {70,529) (38,995)
Financial instruments
Realized gains (losses) 4,703 (6,613)
Unrealized gains 2,431 944
184,409 102,639
Interest and other income 85 7
184,494 102,646
Expenses
Operating costs 36,839 14,575
Transportation costs 3,069 2,439
General and administracive 9,682 5777
Depletion, depreciation and accretion 125,300 53,893
Interest and Ainance costs 5,076 3,631
Stock-based compensation (note 8) 5,677 3,151
185,649 83,466
Earnings (loss) before taxes (1,155) 19,180
Taxes {reduction}
Current (127) 723
Future {note 11) (7,981) 6,183
(8,108) 6,906
Net earnings 6,953 12,274
Retained earnings, beginning of year 27,900 23,992
Stock dividend and adjustment (note 8) - " {8,366)
Retained earnings, end of year 34,853 27,900
Net earnings per share (note 8)
Basic $0.12 $0.35
Diluted $0.12 $0.34

See accompanying rotes 10 the consolidased financiul statements,
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Consolidated Statements

of Cash Flows

Year Ended December 31,

($0005) 2006 2005
Cash provided by (used in}):
Operating Activities
Ner earnings 6,953 12,274
ltems not involving cash:
Depletion, depreciation and accretion 125,306 53,893
Furure income raxes (reduction) {7,981) 6,183
Stock-based compensation 5,677 3,151
Unrealized (gains) on financial instruments (2,431) (944)
Abandonment expenditures (368) -
Amortization of deferred lease inducements {84) (7)
127,072 74,550
Change in non-cash operating working capital (18,018) (18,017}
109,054 56,533
Financing Activities
Common shares issued for cash 100,620 72,000
Share issue costs (4,6006) (4,811}
Proceeds on exercise of stock options 1,202 176
Increase in bank debt 4,618 32,857
101,834 100,222
Investing Acriviries
Property, plant and equipment additiens (194,753) (149,896)
Property acquisitions (27,461) (4,119)
Purchase of investments {150) -
Ner cash paid on business combination (note 3) (1,091) (429)
Proceeds on the disposition of property, plant and equipment - 409
Deferred lease inducements - 581
Deferred charges 251 {251)
Change in non-cash investing working capital 12,316 (3,050)
(210,888) (156,755)
Change in cash - -
Cash, beginning of year - -
Cash, end of year - -
Cash interest paid 4,865 3.070
Cash taxes paid 263 494

See swccompanying notes to the consolidused financial icatenmenss.
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Notes to the |
Consolidated Financial Statements

Year ended December 31, 2006 and 2005

{rabular amounts in thousands of dollars, unless otherwise noted) !

1.

Description of Business
Highpine Oil & Gas Limited (the "Company™) was incorporated under the laws of the Province of Alberta on
April 2, 1998. The Company is engaged in the exploration for, and the development and production of crude

oil, natural gas and natural gas liquids in Western Canada.

Significant Accounting Policies
a) Princlples of consolidation

These consolidated hinancial statements include the accounts of the Company and its subsidiaries.

b) Property, plant and equipment

The Company follows the full cost method of accounting for exploration and development expenditures
wherein all costs related to the exploration for and the development of oil and natural gas reserves are
capitalized and accumulated in one cost centre. These costs include lease acquisition costs, geologic and
geophysical expenses, carrying charges of unproved properiies, costs of drilling and completing wells and

oil and narural gas productien equipment.

Proceeds received from the disposal of properties are normally credited against accumulared costs unless
this would resutt in a significant change in the depletion rate of more than 20 percent, in which case a gain

or loss is computed and reflected in the consolidated statement of earnings.

Depletion, depreciation and amortization

Depletion of exploration and development costs and depreciation of production equipment are provided on
the unit-of-production merhod based upon estimared proved oil and nacural gas reserves before royalties
in each cost centre as determined by independent engineers. For purposes of this calculation, reserves
and production of natural gas are converted to common units based on their approximate relative energy
content. The cost of acquiring and evaluating unproved properties is initially excluded from the depletion
calculation. These properties are assessed periodically for impairment. When proved reserves are assigned
or the property is considered to be impaired, the cost of the property or the amount of the impairment is
added to the costs subject to depletion.

Office furniture, equipment and computers are depreciated on a declining balance basis ar 20 percent
per year. Leaschold improvements are amortized on a straight line basis over the lease term. Buildings are

amortized on a straighe line basis over 20 years. Land is not depreciated.
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Ceiting test

The Company places 2 limit on the carrying value of property, plant and equipment which may be depleted
against revenues of future periods (the “ceiling test”). The ceiling testis an impairment tesc whereby the
carrying amount of property, plant and equipment is compared to the sum of the undiscounted cash flows
expected from the production of proved reserves and the lower of cost 2nd market of unproved properties.
If the carrying amount exceeds the undiscounted eash flows, an impairment loss would be determined by
comparing the carrying amount to the sum of the net present value of future pre-tax cash flows from proved
plus probable reserves and the lower of cost or market value of the Company’s unproved properties. The

impairment loss would be recorded in earnings.

¢) Asset retirement obligations

The Company recognizes the fair value of an Asser Retirement Obligation (ARQ) in the period in which
it is incurred. The fair value of the estimated ARO is recorded as a liability on a discounted basis, with a
corresponding increase in the carrying amount of the related asset. The captialized amount is depleted using
the unit-of-preduction method based on proved reserves. The liability amount is increased each reporting
period due to the passage of time and the amount of accretion is expensed to earnings in the period. Actual

costs incurred upon the sertlement of the ARO are charged against the ARO.

d) Goodwill

The Company records goodwill when the purchase price of an acquired business exceeds the sum of the
amounts zllocated to the assets acquired, less liabilities assumed, based on their fair values. Goodwill is not
amortized and is tested for impairment annually or more frequently if events or changes in circumstances
indicate thar che asser might be impaired. The tmpairment test is carried out in two steps. In che first step,
the carrying amount of the segment is compared to its fair value. When che fair value of the segment exceeds
its carrying amount, goodwill is considered not to be impaired and the second step of the impairment test is
unnecessary, The second siep is carried out when the carrying amount of the Company’s goodwill exceeds its
fair value, in which case the implied fair value of the Company’s goodwill is compared with its carrying amount
to measure the amount of the impairment loss, if any. The implied fair value of goodwill is determined in the
same manner as the value of the goodwill is determined in a business combination using the fair value of the
Company as if it were the purchase price. When the carrying amount of the Company's goodwill exceeds the

implied fair value of the goodwill, an impairment loss is recognized in an amount equal to the excess.

e) Revenue recognition
Revenues from the sale of crude oil, natural gas and natural gas liquids are recorded when title passes 1o the

customer.

f} Long-term investment
The Company’s long-term investment is accounted for by the cost method (see note 3). The net income of this
company is reflecred in the dererminacion of the net carnings of the Company only to the extent of dividends

received,

The carrying value of the Company's long-term investment is periodically reviewed by management to determine
if the facts and circumstances suggest that the investment may be impaired. Any impairment idencified through

this assessment would result in 2 write-down of the investment and a corresponding charge 1o earnings.
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g) Financial instruments

The Company may enter into derivative instrument contracts to manage its commodity price exposure. The
Company does not enter info derivative instrument contracts for rrading or speculative purpuses. When the
Company enters into a hedge, it formally assesses both at the hedge’s inception and on an engoing basis whether
the hedge is highly effective in offsetting charges in cash flows of the hedged item. Financial instrements
that are considered highly effective are not recognized on the balance sheet and realized gains and losses are
recognized in revenues in the same period in which the revenues associated with the hedged ransaciions are
recorded. Financial instruments that do not qualify as effective hedges for accounting purposes ar were not
designated as effective hedges at inception are recorded on a mark-to-market basis with the resulting gains or

losses taken into earnings.

h) Future income taxes

The Company follows the liabilicy method of accounting for income taxes. Under this method, future income
tax liabilities and future income tax assets are recorded based on the differences between the carrying amount
of assets and liabilities in the consolidated balance sheet and their tax basis using income tax rates substantively
enacted 21 the balance sheet date. The effect of a change in rates on future income tax liabilities and assets is

recognized in the period in which the change occurs.

1) Stock-based compensation plans

The Company has a stock option plan. The Company records compensation expense using the fair value
method. Under the fair value method, a compensation cost is measured at fair value at the grane date and
expensed over the vesting period with a corresponding increase to coneributed surplus. Upon the exercise of
the stock oprions, consideration received together with the amount previously recorded in contributed surplus

is recorded as an increase to share capial.

The Company has a deferred share unit plan, The Company accrues a liability equal to the closing price of the

Company’s class A common shares (Common Shares) for each unic issued under the plan,

i} Flow-through shares

The tax attribures of expenditures financed by the issuance of flow-through shares are renounced to investors

in accordance with income tax legislation. A future tax liability is recognized upon the renunciation of 1ax
M |

pools and share capital is reduced by a corresponding amount,

k) Cash equivalents
The Company considers all highly liquid investments with a maturity of three months or less at the time of

purchase to be cash equivalents and therefore classifies them with cash,

I} Earnings per share .

Rasic earnings per Common Share are computed by dividing earnings by the weighted average number of
Common Shares ourstanding for the perind. Diluted per share amounts reflect the potential dilution chat
could occur if securities or other contracts to issue Common Shares were exercised or converted to Common
Shares. The treasury stock method is used to determine the dilutive effect of stock options and other dilutive
instruments. The treasuty stock method assumes that proceeds received from the exercise of in-the-money

steck options are used to repurchase Common Shares at the average market price for the reporting period.
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m) Joint interests
Substantially all of the Company’s exploration and development activiries are conducted jointly wich others.

. . - a | i . e
Accordingly. the financial statements reflect only the Company’s proportionare interest in such activities.

n) Measurement uncertainty

The amounts recorded for the depletion and depreciation of eil and natural gas properties and for the
determination of asser retirement obligations are based on estimates. The ceiling test calculation and the
goodwill impairment test are based on estimates of proved reserves, production rates, oil and natural gas
prices, future costs and other relevant assumptions. By their nature, these estimates are subject to measurement
uncertainty and the effects of changes in such estimates in future years on financial statemenes could be

significant.

o) Deferred lease Inducements

Deferred lease inducements are accounted for as a reduction of rent expense over the term of the lease.

3. Acgquisitions
On August 1, 2006, Highpine acquired Kick Energy Corporacion {*Kick”) for consideration of 14.8 million
Common Shares ar $283.3 million, Kick was a publicly traded oil and natural gas exploration and production
company active in the Western Canada Sedimentary Basin. The transaction has been accounted for using the

purchase method with the allocation of the purchase price as follows:

Net assets acquired and liabilities assumed

Property, plant and equipment {including unproved properties totalling $27,092

and seismic totalling $5.477) $ 289,094
Goodwill 106,215
Working capital {deficiency) {17,680)
Bank indebtedness (25,095)
Asset retirement obligations (2,835)
Future income taxes . _(66,4066)

$ 283,833

Consideration
Acquisition costs ‘ $ 564
Class A common shares issued 283,269
$ 283,833
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On February 21, 2006, Highpine acquired White Fire Energy Led. (“White Fire”) for consideration of 4.1
million Common Shares at $95.5 million. White Fire was a publicly traded oil 2nd natural gas exploration and
production company active in the Western Canada Sedimentary Basin. The transaction has been accounted for

using the purchase method with the allocation of the purchase price as follows:

Net assets acquired and liabilities assumed

Property, plant and equipment (inctuding unproved properties totalling $25,800) $ 89,651
Goodwill ‘ 36,046
Working capital (deficiency) (13,810)
Bank indebtedness (4,470)
Asset retirement obligations : (1,145)
Future income taxes {10,265)
$ 96,007
Consideration
Acquisition costs 3 527
Class A common shares issued 95.480
$ 96,007

On May 31, 2005, the Company acquired Vaquero Energy Ltd. (“Vaquero™) for consideration of 19.5 million
Commeon Shares at $350.9 million. Vaquero was a publicly traded oil and narural gas exploration and production
company active in the Western Canada Sedimentary Basin. The transaction has been accounted for using the

purchase method with the allocation of the purchase price as follows:

Net assets acquired and liabilities assumed

Property, plant and equipment (including unproved properties toralling $78,637) § 257314
Goodwill 201,754
Working capital {deficicncy) ‘ (11,062)
Bank indebredness ' (37,028)
Asset rerirement obligations (1,903)
Financial instruments (181)
Future income taxes (57.569)
$ 351,325
Consideration
Acquisition costs 5 429
Class A common shares issued 350,896
$ 351,325
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4. Property, Plant and Equipment
Accumulated
Depletien and
2006 Cost Depreciation Net Book Value
Petroleum and nacural gas properties $ 1,169,995 $ 200,211 $ 969,784
Land, buildings and leaseholds 2,389 219 2,170
Office equipment and computers 1,002 . 357 , 645
$ 1,173,386 $ 200,787 $ 972,599
2005
Petroleum and natural gas properties 3 566,538 $ 75869 $ 490,669
Land, buildings and leascholds 2,358 41 2,317
Ofhce equipment and compurers 594 250 344
3 569,490 $ 76,160 $ 493,330
At December 31, 2006, approximately $152.2 million (December 31, 2005 — $112.4 million} of unproved
property costs and unevaluated seismic costs were excluded from the depletion calculation. Future development
costs of $56.4 million (December 31, 2005 — $13.3 million) were included in the depletion calcularion. Salvage
value of $23.9 million (December 31, 2005 - $nil) was excluded from the depletion calculation. During che
year ended December 31, 2006, general and administrative expenses of $4.1 millien (year ended December 31,
2005 — $1.4 million} were capiralized, including stock-based compensation of $0.9 million. 5
The Company performed a ceiling test at December 31, 2006 to assess the recoverable value of property,
plant and equipment and other assets. The future oil and narural gas prices are based on the commodity price
forecast of the Company’s independent reserve evaluators.
The following table summarizes the benchmark prices used in the ceiling test calculation, The Canadian dollar
prices have been adjusted for commodity quality differentials specific 1o the Company.
Oil Nawral Gas Condensate NGLs
{$/bbl) {($/mcf) ($/bbl) {3/bbl)
2007 63.88 777 61.76 47.85
2008 62.84 841 60.69 46.97
2009 62.76 837 ., 60.65 46.94
2010 60.50 8.34 58.55 45.30
20N 58.12 8.49 56.48 43.68
2012 and thereafter 61.70 923 6113 47.68
Prices after 2011 escalate ar approximately 1% to 2% per annum
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Long-Term Investment
At December 31, 2006 the Company’s long-term investment of $1.2 million was comprised of 1,080,000
commuon shares of [n Depth Resources Ltd., a privately held oil and natural gas company in which the Chairman
of the Company is a director. The investment represents approximately 10 percent of the ourstanding common
shares of [n Depth Resources Lid. The Company has a right of first refusal t6 participate in certain prospects

generated by In Depth Resources Lid.

Long-Term Debt
At December 31, 2006, the Company had available a $203 million revolving term credit facility with a syndicate
of Canadian financial institutions and a $20 million demand operating credic facility wich its primary Anancial

institution.

The revolving term credit faciliry has a 364-day extendable revolving period plus a one-year marurity. The term
date of the revolving term credit facility is May 29, 2007. Tn the event that the term date of May 29, 2007 is not
extended, the balance under the facility will be repayable on May 28, 2008. The revolving term credit facility
bears interest within a range of the lenders’ prime rate 1o prime plus 0.25 percent depending on financial ratios

of the Company. T'he demand operating facility bears interest at the lenders’ prime rate.

The lenders review the credit facilities semi-annually. The facilities are secured by a general security agreement
|

and a hrst floating charge over all of the Company's assets.

Interest expense for 2006 includes $5.0 million (2005 — $3.6 million) in respect of debt initially incurred for

a period exceeding one year.

Asset Retirement Obligations )

AtDecember 31, 2006, the estimated total undiscounted cash flows required 1o settle asset retirement ebligations
were 317.9 million (December 31, 2005 - $10.0 million). Expenditures 1o settle asset retirement obligations
will be incurred between 2007 and 2027, Estimarted cash fluws have been discounted using an annual credit-
adjusted risk-free interest rate of 8.0 percent per annum and have been infated using an inflation rate of 2.0

peFcent per annum.
Changes to asset retirement obligations were as follows:

Year ended December 31,

2006 o 05

Asser retirement obligations, beginning of year 5,898 1,974
Liabilities acquired . 3,980 1,903
Liabilities incurred 1,069 1,694
Liabilities sercled {368) -
Accretion expense . 679 327
Asset retirement obligations, end of year 11,258 5,898
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8. Share Capital
{a) Authorized:
(i) an unlimited number of Class A common shares without par value; and
(ii) an unlimited number of Class B common shares without par value issuable in series. The Class B
common shares are non-voting and are not entitled to the receipt of dividends.
Year Ended December 31, 2006 Year Ended December 31, 2005
Shares Amount Shares Amount
(thousands) ($thousands) (theusands) ($thousands)
Class A common shares:
Balance, beginning of year 44,250 479,496 15,208 24,247
[ssued to acquire Vaquero _ - 19.494 350,896
(note 3)
[ssued to acquire White Fire 4,089 95,480 _ _
(note 3}
[ssued to acquire Kick (note 3) 14,831 283,269 - -
Issued for cash 4,300 100,620 4,000 72,000
Conversion of Class B shares - - 1,271 1
Special warrants exercised - - 3,300 28,582
Stock dividend and adjustment - - 930 8,366
Flow-through shares renounced - - - (1,613)
Stock aptions exercised 178 1,202 47 176
Conmhul'ed surplus tran.sﬁ:rrcd a 225 B 35
on exercise of stock options
Share issue costs less tax effect of ]
(2006 — $1,500; 2005 - $1,617) - (3,106) - (3.194)
Baiance, end of year 67,648 957,186 44,250 479,496
Class B common shares:
Balance, beginning of year - - 1,271 1
Conversion of class B shares - - {1,271) {1
Balance, end of year - - - -
Special warrants:
Balance, beginning of vear - - 3,300 28,582
Exercised - - (3,300} (28,582)
Balance, end of year - - - -
Total 957,186 479,496
On August 1, 2006, the Company issued 14.8 million Common Shares to acquire ail of the issued and
ourstanding shares of Kick for $283.3 million.
On February 21, 2006, the Company issued 4.1 million Common Shares to acquire all of the issued and
outstanding shares of White Fire for $95.5 million.
On February 22, 2006, the Company issued 4.3 million Common Shares ar a price of $23.40 per share for
gross proceeds totalling $100.6 million. Costs associated with the issuance of the Common Shares toralled
$4.3 million resulting in nert proceeds of $96.3 million.
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On May 31, 2005, the Company issued 19.5 million Common Shares to acquiré ali of the issued and outstanding

shares of Vaquero.

On April 5, 2005, 4.0 million Common Shares of the Company were issued pursuant to the Company’s inirial

public offering. Costs associated with the inirial public offering totalled approximately $4.8 million.

On March 31, 2005, 3.5 million Common Shares of the Company were issued upon the exercise of the

special warrants. |

On February 15, 2005, the Company declared a stock dividend in the amount of $7.0 million which resuhed
in §.047 of a Common Share being issued for each issued and outstanding Common Share. In accordance with
the terms of the issued and outstanding special warrants of the Company the stock dividend resulted in an

additional 0.2 million Common Shares being issuzble upon exercise of the outstanding spectal warrants.

On February 3, 2005, the Company filed Articles of Amendment to amend the provisions of the series 1
class B shares and as such, the series 1 class B shares were automatically converted into Common Shares on
February 4, 2005.

Per Share Amounts
Year Ended December 31,

2006 2005
{thousands} {thousands)

Weighted average number of Commeon Shares outstanding
Basic 57,744 35,051
Dilutive effect of stock options 930 667
Diluted 58,674 35,718

Anti-dilutive options excluded from the calculation of dilured earnings per share in 2006 were 3.2 million
(2005 - 232,000).

Stock Options
The Company has a stock option plan pursuant to which options 1o purchase Comman Shares of the Company
may be granted to directors, ofhcers, employees and consultants. The outstanding stock options of the Company

are exercisable for a period of six years and vest over a period of four years,
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A summary of changes is as follows:

Year Ended December 31, 2006

Year Ended December 31, 2005

Common Shares Weighted Common Shares Weighted

Issuable Upon Average [ssuable Upon Average

Exercise Exercise Exercise Exercise

of Options Price of Options Price

(thousands) {$/share) {chousands) (8/share)

Balance, beginning of year 3,652 13.06 1,542 5.26

Granted 2,016 20.42 2,308 18.96
Exercised (178) (6.75) (47) {3.89)
Cancelled (413) (18.06) (224) (17.00)
Stock dividend adjustment - - 73 ' -

Balance, end of year 5,077 15.80 3,652 ' 13.06

Exercisable, end of year 1,271 9.44 556 4.33

Derails of the exercise prices and expiry dates of options outstanding at December 31, 2006 are as follows:

Options Qutstanding

Options Exercisable

Weighred Weighted Weighted

Common Average Average Common Average

Shares Years to Exercise Shares Exercise

Tssuable Expiry Price lssuable Price

Range of exercise price {thousands) (years) ($/share) (thousands) {$/share)
$2.60 -55.00 1,023 2.74 $ 368 676 § 343
$8.10 - $14.00 463 4.00 $ 1032 191 - § 955
$16.35-$23.25 3,591 4.97 $ 1996 404 % 1943
5,077 4.43 $ 15.80 1,271 $  9.44

The fair value of stock options granted is estimated using the Black-Scholes option pricing model with the

following assumptions.

2006 2005
Weighted average expected volatility (%) 34 45
Risk-free rate of return {%) 4.9 4.5
Expected option life (years) 4 4
Weighted average fair value ($/share) 7.39 7.43

The Company does not anticipate paying any dividends during the expected life of the options.

66

Highpine Oil & Gas Limited - TSX:HPX



10.

Notes to the Consolidated Financial Statements

Contributed Surplus
Year Ended December 31,

2006 2005
Balance, beginning of year 3,627 511
Stock-based compensation expense, net of recovery 5,677 3,151
Capitalized stock-based compensation expense 883 -
Transferred to share capital on exercise of stock options (225) ' (35)
Balance, end of year 9,962 3,627

Deferred Share Units Plan '

In 2006, che Company implemented a deferred share unit (DSU) plan for cutside directors. Under the terms of
the plan, DSUs awarded will vest immediately and will be settled with cash in the amount equal to the closing
price of the Company’s Common Shares on the date the director specifies upon tendering his or her resignation

from the Board.

The Company has recorded $137,000 of expense in the year relating to DSUs and there are 8,800 DSUs

outstanding at year-end.

Commitments

The Company is committed 1o operating leases for office space and equipment annually as follows:

2007 1,309
2008 1,247
2009 1,243
2010 1,212
2011 1,212
Thereafter 1,112

Financial Instruments

a} Commodity Price Risk Management

The Company uses a variety of derivative instruments to reduce its exposure to uctuations in commodity

prices. The derivative instruments have been accounted for 2s an asset on the consolidared balance sheets

based on their fair value, The following commuodity price risk management agreements were in place as mt

December 31, 2006.
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‘ Financial WT| Crude Oil Contracts

Unrealized
| Gain {Loss)
As at December 31,

Volume Fixed Price 2006
' Term Contract {bblssd) {$/bbl) {(Cdn $000s)
! Jan 07 to Dec 07 Collar 1,750 US$55.00 to $86.15 643
! Jan 07 to Dec 07 Collar 1,750 US$60.00 to $80.70 1,206
' Jan 07 1o Dec 07 Swap 500 Cdn$73.00 {419)
Jan 07 to Dec 07 Swap 500 Cdn374.70 {116)
Jan 07 to Dec 07 Swap 500 Cdn$75.82 83

Financial AECO Natural Gas Contracts
Unrealized

Gain (Loss)
As at December 31,

Jan 07 to Dec 07 Swap 500 Cdn$73.70 (295)
|
|
|

Volume Fixed Price 2006
Term Contract (Gls/d) ' (3/GDh (Cdn $000s)
Jun 06 to Mar 07 Collar 5,000 Cdn$5.40 0 $12.00 36
Jul 06 o Mar 08 Collar 5,000 Cdn$6.00 1o $11.10 481
Jan 07 o Dec 07 Swap 2,500 '‘Cdn $7.55 750
Jan 07 to Dec 07 Swap 2,500 Cdn $7.62 819

Subsequent 1o December 31, 20006, the Company entered into the following financial AECOY natural gas contracts:

Term Contract Volume Fixed Price

(GJs/d) ($/G])
Feb 07 to Mar 08 Swap 1,250 'Cdn$7.68
Feb 07 1o Mar 08 Swap 1,250 Cdn$7.70

b} Credit Risk
A substantial portion of the Company’s accounts receivable are with customers and joint venture parrners in

the oil and natural gas industry and are subject to normal industry credir risks.

¢} Fair Value

The carrying values of the Company’s financial assets and liabilities, with the exception of the Company's tong-
term investment {note 5}, approximated their fair values as at December 31, 2006 and 2005. The fair value of
the Company’s long-term investment was considered undeterminable due to the inability to apply a valuation

method or obrain market prices.

d) iInterest Rate Risk

The Company is exposed to interest rate risk on debt instruments to the extent of changes in the prime rate.

e) Foreign Currency Exchange Risk
The Company is exposed to foreign currency fluctuations as crude oil and natural gas prices received are

referenced to U.S. dollar-denominated prices.
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11. Income Taxes

12.

The provision for income taxes differs from the result that would be obtained by applying the combined |

Canadian federal and provincial income tax rate of 34.50 percent (2005 — 37.62 percent} 1o earnings (loss) |

before taxes. The difference results from the following:

2006 2005
Sratutory income tax rate 34.50% 37.62%
Computed expected income taxes {reduction) $ (397) 5 7.216
Add (deduct)
Non-deductible Crfﬁwn payments, net of Alberra 4 5376
Royalty Tax Credits ’
Resource allowance ‘ (222) (4,466)
Large corporation 1ax ‘ (127) 723
Stock-based compensation 1,958 1,185
Effect of change in rax rate and other (9,324) (3,078)
$  (8,108) $ 6,906
The components of the future income tax liability ar December 31, 2006 and 2005 are as follows:
2006 2005
Property, plant and equipment $ 133,018 $ 68,203
Partnership deferral 39,770 28,182
Asset retirement obligations (3,419) (1,983)
Attributed royalty income deductible for provincial taxes (3,678) (2,074)
Share issue costs (2,710) (2,758)
Loss carryforward © {12,186) (5,700}
Financial instruments 970 257
Long-term investments 37 40
Future income tax liabiliry $ 151,802 3 84,167

The provision for future income taxes for the year ended December 31, 2006 was reduced by $9.1 million due

tw the substantively enacted reduction in Canadian federal and Alberta provincial corporate income tax rates.

The reduction was recorded in the second quarter of 2006.

Comparative Balances

Cercain of the comparative balances have been reclassified to conform to the current year’s presentacion.
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Historical Review

Years ended December 31

2006 2005 2004 2003 2002
Financial Information
(3 thousands, cxcept per share amount)
Total revenue 254,938 141,634 41,025 16,926 6,647
Ner earnings 6,953 12,274 3177 19,108 1,017
Per share — basic $50.12 $0.35 $0.19 $1.26 $0.08
Per share = dilured $0.12 $0.34 $0.19 $1.25 £0.08
Cash flow from operations 127,072 74,550 ]9,7?3 11,616 3,130
Per share — basic $2.20 $2.13 $1.18 $0.77 $0.24
Per share — dilured $2.17 $2.09 $1.16 $0.76 $0.24
Capiral expenditures, net of
dispositions 222,214 153,606 61,133 24,651 11,268
Corporate acquisitions 379,345 257,314 51,151 - -
Property, plant and
equipment, net 972,599 493,330 134,282 36,240 17,362
Toral assers 1,392,911 753,690 163,388 44,041 23,697
Ner debt 169,570 109,599 49,637 (5,257) 634
Shareholders’ equity 1,002,001 511,023 77,333 34,385 15,086
Share Information
(share aumbers in thousands)
Common shares outstanding 67,648 44,250 19,779 14,466 14,549
Weighted diluted average shares
ourstanding 58,674 35,718 17,036 14,563 13,082
Trading Information
Trading volume 44,067 26,445 N/A N/A N/A
Share price ($/share)
High $24.75 $24.73 N/A N/A N/A
Low $15.00 $16.60 N/A N/A N/A
Close $15.70 $20.70 N/A N/A N/A
Operating Information
Production |
Crude oil and NGL (bbls/d} 7,554 3,984 1,578 443 301
Natural gas (mcf/d) 25,350 13,823 6,423 4,281 1,809
Total oil equivalent (boe/d) 11,779 6,288 2,648 1,157 603
Operating netback ($/boe) 33.05 36.90 25.75 27.30 17.52
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WTI West Texas Intermediate

ATl American Petroleum Insciture |
bbl one stock rank barrel
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boe* batrels of oil equivatent
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NGL natural gas liquids !
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Annual General Meeting

T'he annual general meeting of the securilyf’mldcrs of
Highpine Oil & Gas Limited will be held on May 9,
2007 at 10:00 am M.D.T. in the Grand Lecture Hall
at The Metropotitan Centre, 333 Fourth Ave. SW.,
Calgary, Alberta. All securityholders are endouraged 1o
attend. Those unable to attend should sign and return

the proxy form as soon as possible.
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CONVENTIONS
Certain terms used herein are defined under the heading "Glossary of Terms".

Unless otherwise indicated, references herein to "$" or "dollars” are to Canadian dollars.
Unless the context otherwise requires, references herein to "Highpine” or the "Corporation” include Highpine, Rubicon, Highpine
Partnership, Highpine Energy and 665162. i

Cenain other terms used herein but not defined herein are defined in N1 51-101 and, unless the context olhermse requires, shalt
have the same meanings herein as in NI 51-101.

Unless otherwise specifted, information in this Annual Information Form is as at the end of the Corporation's most recently
completed financial year, being December 31, 2006

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain statements conlained in this Annual Information Form and the documents incorporated by reference herein constitute
forward-looking statements. The use of any of the words "anticipate”, “continue”, “estimate”, "expect”, "may”, "will”, "project”,
"should”, "believe" and similar expressions are intended to identify forward-looking statements. These statements involve known
and unknown risks, uncertainties and other factors that may cause actual results or events to differ materially from those
anticipated in such forward-looking statements. The Corporation beligves that the expectations reflected in these forward-looking
statements are based on reasonable assumptions but no assurance can be given that these expectations will prove to be correct and
the forward-looking statements included in this Annual Information Form and the documents incorporated by reference herein
should not be unduly relied upon. These statements speak only as of the date of this Annual Information Form or as of the date
specified in the documents incorporated by reference herein. ‘

In particular, this Annual Information Form and the documents incorporated by reference hergin contain forward-looking

statements pertaining to the following: ,
|

. the performance characteristics of the Corporation's oi! and natural gas properties;

. oil and natural gas production levels and the sources of their growth;

. capital expenditure programs;

. the estimated quantity of oil and natural gas reserves and recovery rates;

. projections of commodity prices and costs;

. supply and demand for oil and natural gas;

. planned construction and expansion of facilities;

. drilling plans;

. availability of rigs, equipment and other goods and services;

J procurement of drilling licenses; ‘ ‘

. reserve life;

. plans for and results of exploration and development activities;

. expectations regarding the Corporation's ability to raise capital and to continually add to reserves through acquisitions,
exploration and development;

J treatment under governmental regulatory regimes and tax laws; and

. realization of the anticipated benefits of acquisitions and dispositions. !

The Corporation's actual results could differ materially from those anticipated in these forward-looking statements as a result of
the risk factors set forth below and elsewhere in this Annual [nformation Form and the documents |ncorp0rated by reference
herein:

general economic, market and business conditions in Canada, the United States and globally;

volatility in market prices for oil and natural gas;

risks inherent in oil and natural gas operations, including preduction risks associated with sour hydrdcarbons;
operational dependence on other companies;
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uncertainties assoctated with estimating oil and natural gas reserves;

competition for, among other things, capital, acquisitions of reserves, undeveloped lands, skilled personnel and services;
unanticipated operating events which can reduce production or cause production to be shut in or delayed,

incorrect assessments of the value of acquisitions; '
geological, technical, drilling and processing problems;

actions by governmental authorities, including increases in taxes;

the availability of capital on acceptable terms; ,
fluctuations in foreign exchange or interest rates and stock market volatility;
failure to obtain industry partner and other third party consents and approvals, when required; and
the other factors discussed under "Risk Factors" in this Annual [nformation Form.

Statements relating to "reserves" or "resources” are by their nature forward-looking statements, as they involve the
implied assessment, based on certain estimates and assumptions, that the reserves and resources described can be
profitably produced in the future. These factors should not be construed as exhaustive. The Corporation undertakes no
obligation to update or revise any forward-looking statements except as required by applicable securities laws.



CORPORATE STRUCTURE
Name, Address and Incorporation
|

Highpine Oil & Gas Limited

A .
Head Office: Registered Office:
Suite 4000, 150 — 6th Avenue S.W. Suite 1400, 350 — 1th Avenue S.W, i
Calgary, Alberta T2P 3Y7 Calgary, Alberta T2P 3N9

Highpine was incorporated under the name 779573 Alberta Inc. pursuant to the ABCA on April 2, 1998. On April 9, 1998,
Highpine filed Articles of Amendment to change its name to "Highpine Qil & Gas Limited". On December 14, 1999, Highpine
filed Articles of Amendment to remove the "private company" provisions from its Articles. On December 23, 1999, Highpine
filed Articles of Amendment to reorganize its share capital to provide for the issuance of an unlimited number of first preferred
shares issuable in series and an unlimited number of second preferred shares issuable in series. On February 2, 2000, Highpine
filed Articles of Amendment to reorganize its share capital to consist of an unlimited number of Common Shares and an unlimited
number of Class B Shares, issuable in series, On February 17, 2000, Highpine filed Articles of Amendment to reorganize its
share capital to fix the rights, privileges, restrictions and conditions of an initial series of 3,000,000 Class B Shares, designated as
Series 1 Class B Shares. On February 18, 2000, Highpine filed Articles of Amendment to effect a split its then outstanding
Common Shares on a 1.256440-for-one basis. On February 3, 2005, Highpine filed Articles of Amendment to amend the
provisions of the Series 1 Class B Shares to provide for the automatic conversion of such shares into Common Shares on
February 4, 2005. On February 7, 2005, Highpine filed Articles of Amendment to cancel the Series | Class B Shares. Unless
otherwise stated, disclosure in this Annual [nformation Form of the share capital of Highpine is presented after giving effect to the
foregoing amendments to the Articles of Highpine.

Intercorporate Relationships

Highpine has two wholly-owned subsidiaries, Highpine Energy and 665162, Highpine Energy was incorporated under the ABCA
on May 5, 1995 and on January |, 2007 was amalgamated pursuant to the ABCA with Highpine's wholly-owned subsidiaries,
Highpine Asset Corporation, Pino Alto Energy I Ltd., White Fire and Kick. 665162 was incorporated under the Business
Corporations Act (British Columbia) on March 4, 2003. Highpine also owns 50% of the issued and outstanding common shares
of Rubicon, which was formed by Articles of Amalgamation filed pursuant to thé ABCA on March 5, 2004. In addition,
Highpine is the managing partner of Highpine Partnership, which was formed under the laws of Alberta pursuant to a partnership
agreement dated as of February 18, 2003, as amended, between the Corporation and Highpine Energy. Substantially all of
Highpine's producing assets have been contributed to Highpine Partnership with the exception of nghpmes Joffre area
properties, which are held by Highpine, and certain Pembina area properties, which are held by Highpine and Highpine Energy.
665162 and Rubicon are inactive subsidiaries in which the total assets of each of 665162 and Rubicon on an individual basis do
not exceed 10% of the consolidated assets of the Corporation.
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The following diagram illustrates the corporate structure of the Corporation, the percentage of voting securities owned and the
Jurisdiction of incorporation or formation of Highpine and its subsidiaries as at the date of the Annual Information Form.

Highpine Oil & Gas Limited
(Alberta) 10

Highpine Highpine Oil & Gas
Energy Lid. Pannership
{Alberta) {(Alberia) '
r
Notes:
n Highpine directly and indirectly owns 100% of Highpine Partnership.
2) Mighpine has two inactive subsidiaries, 100% owned 6635162 and 50% owned Rubicon. '

GENERAL DEVELOPMENT OF THE BUSINESS

Historical Development of the Business

The following is a summary of the development of Highpine's business over the last three completed financial years.

March 2004 — Highpine indirectly acquired an undivided 50% interest in all of the assets and liabilities of Rubicon for
approximately $51 million.

i
July 2004 — Highpine completed a private placement of 1,200,000 Common Shares, at a price of $5.00 per share, and 800,000
"flow-through" Common Shares, at a price of $6.00 per share, for aggregate gross proceeds of $10.8 million.,

October 2004 — Highpine completed a private placement of 3,300,000 Special Warrants at a price of $9.00 per Special Warrant
for aggregate gross proceeds of $29.7 million. '

December 2004 — Highpine commissioned the Joffre Gas Plant, which is 130% owned and operated by Highpine and capable of
processing in excess of 10 MMcf/d of raw natural gas, Highpine received AEUB approval to expand the existing Violet Grove
sour facility to a 15,000 bbls/d battery in the Pembina area in which Highpine owns an approximate 80% interest. Construction of
the Violet Grove Battery was completed and commissioned in May 2005. t

April 2005 — Highpine completed the Initial Public Offering on April 5, 2005. Upon completion of the Initial Public Offering,
Highpine's Common Shares were listed and posted for trading on the TSX under the symbol "HPX". The net proceeds of the
Initial Public Offering were used to temporarily reduce bank indebtedness and to fund the Corporation's exploration and
development activities, and for general working capital purposes.

May 2005 — Highpine acquired all of the issued and outstanding common shares of Vaquero pursuant to the Vaquero
Arrangement. See "General Development of the Business — Significant Acquisitions and Recent Developments”.

February 2006 - Highpine acquired all of the issued and outstanding common shares -of White Fire pursuant to the White Fire
Arrangement. See "General Development of the Business - Significant Acquisitions and Recent Developments”.




February 2006 — Highpine completed a public offering of 4,300,000 Common Shares at a price of $23:40 per share for gross
proceeds of $100.62 million.

August 2006 — Highpine acquired all of the issued and outstanding common shares of Kick pursuant to the Kick Arrangement.
See "General Development of the Business — Significant Acquisitions and Recent Developments™.
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Significant Acquisitions and Recent Developments

Vaguero Arrangement
I

On May 31, 2005 Highpine acquired all of the issued and outstanding common shares of Vaquero pursuant to the Vaquero
Arrangement for consideration of $399.4 million comprised of 19.5 million Common Shares with an ascribed value of $350.9
million, the assumption of bank debt and working capital deficiency of $48.1 million and acquisition costs of $0.4 million.
Further information respecting the Vaquero Arrangement is contained in the business acquisition report of Highpine in the form
of the information circular - proxy statement of Vaquero dated April 29, 2005 relating to the annual and special meeting of the
securityholders of Vaquero held on May 31, 2005 to approve the Vaquero Arrangement filed with various securities commissions
or similar authorities in the provinces of Canada on August 11, 2005. :

White Fire Arrangement '

On February 21, 2006, Highpine acquired all of the issued and outstanding common shares of White Fire pursuant to the White
Fire Arrangement Highpine issued 4,089,087 Common Shares to former shareholders of White Fire.

Upon completion of the White Fire Arrangement, Mr. Ken Woolner joined the board of directors of Highpine and Mr. Robert
Rosine, Mr. Robert Fryk and Mr. Dave Humphreys, senior officers of White Fire, joined the management of Highpine in the
following capacities: Robert Rosine — Executive Vice President, Corporate Development, Robert Fryk — Senior Vice President,
Engineering and Operations and Dave Humphreys — Vice President, Operations,

Bought Deal Equity Financing

On February 23, 2006, Highpine completed a bought deal equity financing pursuant to which Highpine issued 4,300,000
Common Shares at a price of $23.40 per share for gross proceeds of $100.62 million.

Kick Arrangement

On August |, 2006, Highpine acquired all of the issued and outstanding common shares of Kick pursuant to the Kick
Arrangement. Highpine issued 14,830,840 Common Shares to former shareholders of Kick.

1
Upon completion of the Kick Arrangement, Mr, Tim Hunt joined the board of directors of Highpine and Mr Charles Buckley, a
senior officer of Kick, joined the management of Highpine as Senior Vice President, Exploration.

Further information respecting the Kick Arrangement is contained in the business acquisition report of Highpine dated August 4,
2006 filed with various securities commissions or similar authorities in the provinces of Canada,

DESCRIFPTION OF THE BUSINESS
General

Highpine is an Alberta based oil and gas corporation with an aggressive activity plan for future growth., The Corperation is
engaged in the exploration for, and the acquisition, development and production of, natural gas and crude oil in western Canada.
Highpine's business plan contemplates that the Corporation will pursue exploration, development and exploitation drilling,
complemented with property or corporate acquisitions exhibiting synergy in lands, facilities, production and operating
efficiencies. The vast majority of Highpine's current operations are in the Province of Alberta.




Business Plan and Growth Strategies

The business plan of Highpine is to focus on sustainable and profitable growth in production, cash flow from operations and net
asset value. To accomplish this, Highpine's management pursues an integrated growth strategy, including exploration,
development and exploitation drilling, complemented with acquisitions of properties in specific areas where further exploration,
development or exploitation opportunities exist. Management believes that "full cycle” exploration and exploitation of oil and
natural gas is the most efficient way to create "true” shareholder value (that is, generate significant rates-of-return on invested
capital}, in the current oil and natural gas environment. Management internally generates exploratien, development and
exploitation opportunities, starting with thorough detailed regional mapping. Once trends and areas of interests have been
established, Highpine accumulates land in core areas by way of crown/freehold land acquisitions, industry farm-ins and jeint
ventures. To date, Highpine has chosen to concentrate its activities and focus to Alberta, Highpine's production is derived from
the following three core operating and exploration areas:

Pembina/Nisku — Central Alberta: These assets target oil and natural gas in the Nisku, Glauconitic, Rock
Creek, Ellerslie and Pekisko zones.

West Central Alberta Gas Fairway: These assets target liquids-rich natural gas in the Notikewin, Rock
Creek, Nordegg, Belly River, Viking, Glauconitic and Ellerslie zones.
[n addition, Highpine is evalualmg coal bed methane opportunities in
this area,

Bantry/Retlaw — Southern Alberta: These assets target lower risk oil and natural gas exploitation in the
Mannville zone.

Highpine has production, shut-in volumes (including several oil and natural gas new pootl discoveries) and an inventory of
prospects in each of its core areas. Highpine's activities range from lower risk development to high risk exploration, Highpine
maintains ownership and/or operatorship of the key facilities and infrastructure serving its core operating and exploration areas.

Highpine's prospect and drilling inventory contains in excess of 300 1otal locations on lands in which Highipine has a significant
working interest and which have been geophysically and geologically evaluated. There are in excess of 100 locations within the
Pembina Nisku trend. This inventory represents three to four years worth of drilling for Highpine at the current pace. Highpine's
business plan includes the addition to and expansion of such prospect and drilling inventory with a focus on longer term
sustainable and profitable growth.

In 2006, Highpine's net capital expenditures were $222.2 million, excluding the acquisitions of White Fire and Kick. The
Corporation participated in the drilling of 74 gross wells (46.7 net) and realized an overall drilling success rate of 85% on fully
evaluated wells. [n addition, the acquisitions of White Fire and Kick provided Highpine with sngmf’cam production, drilling
prospects, landholdings and strategic facilities.

Highpine's capital budget for 2007 is approximately $200 million and includes the drilling of approximately 50 to 60 gross wells
{42 to 50 net). Of the total budget, approximately $150 million (75%) is allocated for drilling, facilities and well tie-ins in
Highpine's Pembina Fairway, including the drilling of approximately 30 to 35 gross (25 to 30 net) wells that target production
from the Nisku formation. Approximately $20 million of the capital budget has been allocated for exploration and development
activity in the West Central Alberta Gas Fairway and $30 million for unallocated land and seismic purchases. This capital
program will be funded through a combination of cash flow and bank debt.

Specialized Skill and Knowledge
Strong Management

Drawing on a collective experience of more than 200 years in the oil and gas business, Highpine's management team has a
demonstrated track record of bringing together all of the key components to a successful exploration and production company:
strong technical skills; expertise in planning and financial controls; ability to execute on business development opportunities;
capital markets expertise; and an entrepreneurial spirit that allows Highpine 10 effectively identify, evaluate and execute on
value-added initiatives. See "Directors and Executive Qfficers”, i



Competitive Conditions

Companies operating in the petroleum industry must manage risks which are beyond the direct control of company personnel.
Among these risks are those associated with exploration, environmental damage, commodlty prices, foreign exchange rates and
interest rates. |

The oil and natural gas industry is intensely competitive and Highpine will be required to compete with a substantial number of
other corporations which may have greater technical or financial resources. With the maturing nature of the Western Canadian
Sedimentary Basin, the access to new prospects is becoming more and more competitive and complex. Management believes that
Highpine will be able to explore and develop new production and reserves with the objective of increasing its cash flow and
reserve base.

Highpine will attempt to enhance its competitive position by operating in areas where its technical personnel are able to reduce
some of the risks associated with exploration, production and marketing because they are familiar with the areas of operation.

Cycles .
The Corporation's business is generally not cyclical. The exploration and development of oil and natural gas reserves is
dependent on access to areas where production is to be conducted. Seasonal weather variation, including freeze-up and break-up
affect access in certain circumstances.

Environmental Protection

The oil and natural gas industry is currently subject to environmental regulations pursuant to a variety of provincial and federal
legislation. Compliance with such legislation can require significant expenditures or result in operational restrictions. Breach of
such requirements may result in suspension or revocation of necessary licenses and authorizations, civil liability for pollmion
damage and the imposition of material fines and penalties, all of which might have a significant negative impact on earnings and
overall competitiveness. See "Industry Conditions — Environmental Regulation™.

Employees

As at December 31, 2006, Highpine had 72 full-time employees and 18 consultants, all of whom were located at its office in
Calgary except for |7 full-time employees and 7 consultants that were located at its Drayton Valley field office,
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Environmental, Health and Safety Policies

Environmental protection and employee health and safety are core values recognized and supported by the Corporation. The
Corporation actively supports these areas by integrating the essential principles and practices through its environmental
management systems and employee occupational health and safety programs. The Corporation ensures palicies and procedures
are fully integrated with and within all operating units by advising and educating employees, suppliers and contractors in the safe
use, transportation, storage and disposal of products and materials. The Corporation promotes and enhances safety and
environmental awareness and protection through the implementation and communication of the Corporation's environmental
management and employee occupational health and safety programs policies and procedures. Effective committee structures are
established in the Corporation's operations to allow for employee participation and development of Corporation policies and
programs which provide employees with job orientation, training, instruction and supervision necessary to assist them in
conducting their activities in an environmentally responsibte and safe manner, |

The Corporatien develops emergency response teams and preparedness plans in conjunction with local authorities, emergency
services and the communities it operates in to ensure prompt response to an environmental incident should it arise.
Environmental assessments are undertaken for new projects or when acquiring new propenrties or facilities to identify, assess and
minimize environmental risks and operational exposures. The Corporation conducts audits of operations to confirm compliance
with internal standards and to stimulate improvement in practices where needed. Accurate documentatjon is maintained to
support internal accountability and measure operational performance against recognized industry indicators to ensure the
objectives of the policies and programs are achieved.




The Corporation also faces environmental, health and safety risks in the normal course of its operations due to the handling and
storage of hazardous substances. The Corporation's environmental and occupational health and salety management systems are
designed to identify, prevent and control such risks in the Corporation's business and ensure immediate actjon is taken to mitigate
the extent of any environmental, health or safety impacts from such operations. A key aspect of these systéms is the performance
of annual environmental and occupational health and safety audits. '

DESCRIPTION OF PRINCIPAL PROPERTIES

The following is a description of Highpine's principal oil and natural gas properties and minor exploration properties as at
December 31, 2006. The term "net”, when used to describe Highpine's share of production, means Highpine's working interest
share of production before deducting royalties owned by others. Unless otherwise specified, gross, net acres, well count and
production information are as at December 31, 2006. Reserve amounts are stated (before deduction of royalties) as at
December 31, 2006, based on escalating costs and price assumptions and are derived from reserve information contained in the
Paddock Report. See "Statement of Reserves Data and Other Oil and Gas Information”.
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Pembina — Central Alherta

The Pembina property is located in the Drayton Valley area of Alberta approximately 100 kilometres southwest of Edmonton.
The Pembina property is Highpine's major property, producing approximately 8,324 BOE/d in 2006, 79% of which is oil and
NGLs, and representing approximately 71% of Highpine's total 2006 production volumes. Highpine's property interests in
Pembina consist of working interests ranging from 10% to 100% and averaging 60%. The average High['.)ine working interest
preduction from the property was approximately 14,850 BOE/d for the first ten days of March 2007. Highpine operates 167 wells
assoclated with this property. In addition, Highpine has an average 53% working linterest on a combined basis in three oil
batteries. All of Highpine's on stream production is gathered in flowlines connecting wells to central batteries. At the central
batteries, produced oil, natural gas and water is separated with the raw gas sent to gas plants for further processing and the oil is
shipped through Pembina Pipelines to market.

The Pembina property consists of 33,440 gross (25,699 net) acres of developed land'and 193,302 gross (i6|,585 net) acres of
undeveloped land,

The Paddock Report attributes proved plus probable reserves of 35.8 MMboe to Highpine's working interest in the Pembina area.
The Paddock Report atiributes proved reserves of 22.6 MMboe to Highpine's working interest in the Pembina area.

Highpine commenced activities in this area in November 2002 when the Corporation participated in the 9-30-49-8 W5M Nisku
oil discovery. Highpine management viewed the 9-30-49-8 W3M Nisku prospect well as a "concept” well, whereby if successful,

it would validate the potential for a geologically repeatable trend of Nisku reefs along a 120 mile long by 50 mile wide fairway.
: l




Subsequent to the successful 9-30-49-8 W5M Nisku oil discovery, which validated the "concept”, Highpine captured a significant
land position in this fairway, and has participated in several additional Nisku oil discaveries throughout 2003 to 2006.

In May 2003, Highpine acquired Vaquero. Vaquero's assets included working interests in i1 joint Nisku oil pool discoveries,
associated infrastructure and several Nisku oil prospects. The acquisition of Vaquero was considered by Highpine management
to be complementary to Highpine's position in the trend. See "General Development of the Business — Significant Acquisitions
and Recent Developments".

In February 2006, Highpine acquired White Fire. White Fire's assets included production, reserves and lands in Pembina, Ferrier
and Karr. In August 2006, Highpine acquired Kick. Kick's assets included production, reserves and lands in the Pembina and
Brazeau areas. The acquisition of White Fire and Kick was considered by Highpine management to.be complementary to
Highpine's position in the trend. See "General Development of the Business — Significant Acquisitions and Recent
Developments”. '

Infrastructure is very important in the Pembina/Nisku trend due to the "sour" nature of the production. The Rubicon Acquisition
and the Vaquero Acquisition gave Highpine a 65% working interest in the Easyford Battery located on the northeast part of the
trend. After an expansion, completed in the spring of 2004, this battery is capable of handling 9,000 bbls/d of sour oil (net
capacity 5,850 bbls/d). To provide critical sour gas take-away capacity, Highpine joined a consortium of mid-streamers
(companies whese business is the transportation and processing of hydrocarbons without ownership in same) and area oil and gas
producers which include Keyera Energy Canada Partnership and Duke Energy Midstream Services Canada Lid. and constructed
an 80 kilometre pipeline, capable of carrying sour solution gas, or non-associated gas volumes to the Keyera Brazeau Gas Plant at
6-12-46-14 W5M, which is located approximately 170 kilometres southwest of Edmonton. Highpine has a 36% interest in this
pipeline. Highpine's working interest in the Violet Grove Battery is 80% and Highpine is the operator. This battery is capable of
handling 15,000 bbis/d (net capacity of 12,000 bbls/d). [n October 2005, Highpine acquired a 15% interest in the Dominion
Violet Grove Battery. The battery is capable of handling 15,000 bbls/d (net capacity of 2,850 bbis/d).

Highpine's undeveloped land base at Pembina/Nisku holds an inventory of approximately 100 gross {82 net) firm drilling
locations. The Corporation expects to drill approximately 25 to 35 wells per year thereby giving Highpine a three to four year
inventory of drilling opportunities. The average cost, assuming no significant drilling problems, to drill and complete wells in the
Nisku area is approximately $3.5 millien. Costs to tie-in wells is an additional $1.0 to 1.5 million. Highpine also has ongoing 3D
seismic and land acquisition programs which are designed to identify additional drilling opportunities to add to this inventory in
the Pembina Nisku area.

The Pembina Nisku play is very competitive as many companies are actively acquiring land, drilling wells and attempting to
obtain facility access. Nisku oil is "sour” oil which requires longer lead times in licensing wells and obtaining approval for
associated facilities to bring these wells on stream. [t is anticipated that Highpine's current facility ownership position will allow
for the Corporation's future production drilled on the Pembina/Nisku trend to come on stream in a timely manner.

When Nisku pools are developed, the operator's preferred method of producing these wells are at the highest withdrawal rates
possible. This maximizes the economic value of wells and allows the facilities to operate at the most efficient levels. Maxtmum
production rates require AEUB approval or the granting by the AEUB of Good Production Practice ("(‘Pl’") GPP is granted
when, in the opinion of the AEUB, all stakeholders holding interests in the pool are treated equitably, and the unrestricted flow
rates do not reduce ultimate reservoir recovery of oil. Highpine is involved in nine water injection (i.e., pressure maintenance)
schemes and operates seven of the projects. Many of Highpine's Nisku pools have GPP with others in the apptication process.
The AEUB will ultimately dictate reservoir operating conditions including the granting of GPP in potential new Nisku pools
discoveries, possible recession of GPP, requirement for pressure maintenance (i.e., water injection), and/or specific production
rates for individual Nisku wells or pools. 1t is Highpine's objective to maximize Nisku production; however, the foregoing factors
will influence the Corporation's ability to do so. Further, future production forecasts may be positively andfor negatively
tmpacted as a result of such factors.

West Central Alberta Gas Fairway

The West Central Alberta Gas Fairway property is located northwest of Edmonton, Alberta and trends approximately 200 miles
southeast towards Red Deer. It includes natural gas properties in Joffre, Chip Lake, Windfall/Sakwatamau, McLeod/Goodwin,
Ante Creck and Wilson Creek and Ferrier. The West Central Alberta Gas Fairway property is Highpine's second major property,
producing approximately 2,640 BOE/d in 2006 and representing approximately 22% of Highpine's total production volumes in



2006. Highpine's property interests in West Central Alberta Gas Fairway consist of working interests ranging from 7.5% to 100%
and averaging 45%. The average Highpine working interest production from the property was approximately 3,107 BOE/d for
the first ten days of March 2007, 74% of which was natural gas. In addition, Highpine has interests in three gas plants which
process natural gas for Highpine and its partners. '

As at December 31, 2006, the West Central Alberta Gas Fairway property consisted of 68,149 grossi (35,112 net) acres of
developed land and 148,441 gross {108,050 net) acres of undeveloped land.

The Paddock Report attributes proved plus probable reserves of 7.6 MMboe to Highpine's working interest in the West Central
Alberta Gas Fairway area. The Paddock Report attributes proved reserves of 5.8 MMboe to Highpine's working interest in the
West Central Alberta Gas Fairway area. ‘

Highpine commenced activities in this area in January 2002 when Highpine made its first significant exploration discovery with
the 4-16-40-27 W4M gas well. This well produced initial rates in excess of 7.0 MMcf/d and to date has recovered approximately
5.4 Bcef of natural gas and significant quantities of NGLs.

[n December 2004, Highpine commissioned a 10 MMef/d, 100% owned and operated natural gas processing facility, located near
the middle of Highpine's Joffre acreage. The facility is designed to process natural gas from all of the potential producing
horizons in the Joffre area, including low pressure gas and coal bed methane. In addition to processing Highpine's working
interest natural gas volumes, Highpine's management believes that this facility will provide third party custom processing and
transportation service to a large area in which Highpine and others are currently active.

Highpine's ongoing activity in West Central Alberta Gas Fairway consists of selective exploration and exploitation drilling. In
2007, Highpine's capital budget contemplates that the Corporation will participate in the dritling of in excess of 10 gross wells in
this area. The average cost, assuming no significant drilling problems, to drill and complete wells in the West Central Alberta
Gas Fairway area is approximately $700,000. Estimated costs to tie-in wells is an additional $700,000. :

Bantry/Retlaw - Southern Alherta

The Bantry/Retlaw property is located in the Brooks area of Alberta approximately 200 kilometres southeast of Calgary, Alberia,
The Bantry/Retlaw property is Highpine's major southern Alberta property producing approximately 475 BOE/d and representing
approximately 4% of Highpine's total production volumes in 2006. Highpine's interests in Bantry/Retlaw consist of working
interests ranging from 1% to 65% and averaging 50%. The average Highpine working interest production from the property was
670 BOE/d for the first ten days of March 2007. In addition, Highpine has an average 33% working interest in two oil batteries.
All of Highpine's production is gathered in flowlines connecting wells to central batteries. At the central batteries, produced oil,
natural gas and water are separated. Water is disposed of in water disposal wells, which are operated and/or partially owned by
Highpine. Highpine's management believes that the Corporation will have sufficient working interests in water disposal wells in
the area to dispose of its share of produced water. !

The Bantry/Retlaw property consists of 6,234 gross (1,618 net) acres of developed land and 3,040 gross (1,025 net) acres of
undeveloped land.

The Paddock Report attributes proved plus probable reserves of 1.0 MMboe to Highpine's working interest'in the Bantry/Retlaw
area. The Paddock Report attributes proved reserves of 0.8 MMboe to Highpine's working interest in the Bantry/Retlaw area.

In May 2000, Highpine acquired a 40% working interest in an oil property at Bantry. This property consists of 18 wells,
producing approximately 130 net bbl/d of 25° API oil and miscellanecus associated and non-associated gas volumes. The Bantry
property is characterized by long-life oil with ongoing exploitation opportunities, including uphole natural gas re-completions.

Highpine commenced activities in the Retlaw region in March 2002 when it acquired working interests in various oil properties in
the area. The properties consisted of several minor working interest producing wells and a 65% working interest in a suspended
29° AP1 Mannville oil pool. The producing properties were subsequently sold at a price equivalent to what was paid for the entire
interest acquired in March 2002, In late 2003, after a technical study was completed on the suspended pool, Highpine decided to
re-activate the old wells, drill additional wells and install facilities capable of bringing all of the wells on production under high




volume lift. These facilities were commissioned in June 2004. Production from the Retlaw area (which is derived from the
foregoing oil wells and some uphole natural gas exploitation) is currently averaging approximately 400 BOE/d net.

The operator of the property continues to optimize production and reduce the operating costs of certain wells on both properties.
Optimization efforts are likely to consist of well stimulations, chemical treatments and the installation of high volume lift and
additional water disposal facilities.

STATEMENT OF RESERVES DATA AND OTHER OIL AND GAS INFORMATION

The statement of reserves data and other oil and gas information set forth below {the "Statement”) is dated March 30, 2007. The
effective date of the Statement is December 31, 2006 and the preparation date of the Statement is February 15, 2007.

Disclosure of Reserves Data

The reserves data set forth below (the "Reserves Data") is based upon an evaluation by Paddock with an effective date of
December 31, 2006 contained in the Paddock Report. The Reserves Data summarizes the crude oil, NGL and natural gas reserves
of the Corporation and the net present values of future net revenue for these reserves using constant prices and costs and forecast
prices and costs. The Reserves Data for Highpine conforms to the requirements of NI 51-101. Additional information not
required by NI 51-101 has been presented to provide continuity and additional information which Highping believes is important
to the readers of this information. Highpine engaged Paddock to provide an evaluation of proved and proved plus probable
reserves and no attempt was made to evaluate possible reserves.

The tables below summarize Highpine's crude oil, NGL and natural gas reserves and the estimated present worth of future net
cash flows associated with such reserves, as at December 31, 2006. The information set forth below is derived from the Paddock
Report, which was prepared in accordance with the standards contained in the COGE Handbook and the reserves definitions
contained in NI 51-101 and the COGE Handbook. All evaluations of future net revenue are stated before and after the
provision for income taxes and prior to indirect costs and after deduction of royalties, estimated future capital
expenditures, production costs, development costs and well abandonment costs for only those wells assigned reserves by
Paddock. Other assumptions and qualifications relating to cash, process for future production and other matters are
summarized therein. It should not be assumed that the estimates of future net revenues shown below is representative of
the fair market value of Highpine's crude oil, NGL and natural gas reserves. There is no assurance that the price and cost
assumptions used in estimating such future net revenue will be consistent with actual prices and costs and variances could
be material. The recovery and reserve estimates of Highpine's crude oil, NGL and natural gas reserves provided herein
are estimates only and there is no guarantee that the estimated reserves will be recovered. Actual crude oil, NGL and
natural gas reserves may be greater than or less than the estimates provided herein.
|

The Report of Highpine Management and Directors on Oil and Gas Disclosure (on Form 51-101F3) and the Report on Reserves
Data by Paddock (on Form 51-101F2} are included in this Annual Information Form. See Schedule B - ."Report of Highpine
Management and Directors on Qil and Gas Disclosure in Accordance with Form '51-101F3" and Schedule A - "Report on
Reserves Data by Paddock Lindstrom & Associates Ltd. in Accordance with Form 51-101F2", respectively.

All of Highpine's reserves are in Canada and, substantially all of such reserves, are in the Province of Alberta,




Reserves Data (Constant Prices and Costs)

Reserves Category

Proved
Developed Producing
Developed Non-Producing
Undeveloped

Total Proved

Total Probable

Total Proved Plus Probable

Summary of Crude Qil, NGL and Natural
Gas Reserves and Net Present Values of Future
Net Revenue as of December 31, 2006 Based on Constant Price Assumptions

Reserves

Light and Medium (il Heavy il Natural Gas Natural Gas Liguids

Gross Net Gross Net Gross’ Net Giross Net
(Mbbl) (Mbbl) (Mbbl) (Mbbl) (MMcf) (MMecf) (Mbbl) {Mbbl}

i

7,128 5,257 526 443 45,619 35842 3,600 2444
1,958 1,359 0 0 16,870 12,826 1,521 1051
1,469 1,005 0 0 12,678 10,566 |57t 409
10,555 7,621 526 445 75,167 59,254 5,692 3.904
6,389 4,561 §2 70 37,843 30,643 2,383 1,670
16,944 12,182 608 515 113,010 86,897 8.075 5,574

Net Present Values of Future Net Revenue

|

Before Income Taxes Discounted at (%/year)

After Income Taxes Discounted at (Yelvear)

Reserves Category 0 5 10 15 20 0 5 10 15 20
{Thousands of Dollars) [
Proved
Developed Producing 492,605 421,992 372,052 334678 305,538 492,605 421,992 372,052 334,678 305,538
Developed Non-Producing 133,425 113,855 99,593 88,755 80,244 103,327 88,278 77,565 69,563 63,357
Undeveloped 69,507 51,738 40,325 32,261 26,229 50,896 36,062 26,830 ' 20,446 15,741
Total Proved 695,537 587,585 511,970 455,694 412,011 646,827 546,332 476448 424 687 384,636
Total Probable 358938 245717 185,734 147,608 121,037 259310 173,817 129,239 101,237 81,381
Total Proved Plus Prabable 1,054 475 833302 697,704 603,302 533,048 906,137 720,149 605,686 525,924 466,517
Total Future Net Revenue {Undiscounted)
as of December 31, 2006 Based on
Constant Prices and Costs
i
Future
Future Net Net
Revenue Revenue
Belore After
Well Deducting Deducting
Abandenment Future Future
and Income Income Income
Operating Development Reclamation Tax Tax Tax
Reserves Category Hevenue Royalties Costs Costs Costs Expenses Expenses Expenses
(Thousands of Dollars) ,
Proved 1,504,761 193,082 354,079 56,310 5,753 695,537 48,710 646,827
Proved Plus Probable 2,295,401 596,117 530,264 108,204 6,341 1,054,475 148,338 906,137




Future Net Revenue by Production Group
as of December 31, 2006 Based on
Constant Prices and Costs

Future Net Revenue Before

Deducting Future Income Tax

Expenses {discounted at

10%/year)

Reserves Category Production Group {Thousands of Dollars)
Proved Light and Medium Crude Oil (including solution gas and other by—products) ' 294,690
Heavy Oil (including solution gas and other by—producis) ' 7.678
Natural Gas (including by-products but excluding solution gas from oil wells) 208,574
Proved Plus Probable Light and Medium Crude Oil (including solution gas and other by—products) 429,633
Heavy Oil (including solution gas and other by-products) 8.402
Natural Gas (including by-products but excluding solution gas from oil wells) 258.642

Reserves Data (Forecast Prices and Costs)

Summary of Crude Oil, NGL and Natural Gas Reserves and Net Present Values of Future
Net Revenue as of December 31, 2006 Based on Forecast Price Assumptions

Reserves Category

Proved
Developed Producing
Developed Non-Producing
Undeveloped

Total Proved

Total Probable

Total Proved Plus Probable

Reserves Category

Proved
Develeped Producing
Developed Non-Producing
Undeveloped

Total Proved

Total Probable

Total Proved Plus Probable

Reserves

Light and Medium Oil Heavy Ol Natural Gas Nutural Gas Liquids
Gross Nel Gross Net Gross Net Ciross Nes

{Mbhbl) {Mbbl} {Mbbl) (Mbbl) (MMcf) (MMef) {Mbbl) {Mbb])
7,128 5257 526 445 45,49¢ 35,633 3.594 2438
1,958 1,359 0 0 16,864 12,707 1,521 1.040
1,469 1,005 0 0 12,587 10,432 568 401
10,355 7,62t 526 4435 74941 58,772 5,683 3879
6,389 4,561 82 70 37,732 30,032 2381 1,632
16,944 12,182 608 515 112,673 88,804 8.064 5311

Net Present Values of Future Net Revenue

Before Income Taxes Discounted at (Ya/year)

After Income Taxes Discounted at (%/year)

0 5 10 15 20 0 5 10 t5 20
(Thousands of Dollars)
543,822 461,926 405,730 364,344 332,367 539,799 458,692 403099 | 362,182 330,572
150,028 127,734 111,676 99,547 90,055 106,448 90,585 79,428 71,148 64,757
90,164 64,901 50,105 40,159 32,923 66,661 45,621 33,786 26,023 20,465
784,014 654,561 567,511 504,050 455,345 712,909 594,898 516312 459352 415793
435,116 278,815 206 469 163,400 133,629 309,350 195772 143222 111,793 20,493
1,219,130 933,376 773980 667,150 588974 1022259 790670 659,334 571,145 506,289




Total Future Net Revenue (Undiscounted)
as of December 31, 2006 Based on
Forecast Prices and Costs )

Future
Future Net Net
Revenue Revenue
Before After
Well Deducting 1 Deducting
Abandonment Future Future
and Income Income Income
Operating Develepment Reclaumation Tux Tax Tax
Reserves Category Revenue Rovalties Costs Costs Costs Expenses Expenses Expenses
{Thousands of Dollars)
Proved 1,667,753 428,020 392,169 56,397 7153 784,014 71,105 712,900
Proved Plus Probable 2,611,491 660,120 615,158 108,693 . 8,393 1,219,130 ' 196,871 1,022,259
Future Net Revenue by Production Group
as of December 31, 2006 Based on :
Forecast Prices and Costs ' ‘
Future Net Revenue Before
Deducting Future Income Tax
Expenses (discounted at
10%/year)
Reserves Category Production Group (Thousands of Dollars)
Proved Light and Medium Crude Qil (including solution gas and other by-products) 298,130
Heavy Gil (including solution gas and other by—products) , 7.144
Natural Gas (including by—products but excluding solution gas from'oil wells) 261,209
Proved Plus Probable Light and Medium Crude Oil (including selution gas and other by- products) © 433,536
Heavy Qil (including solution gas and other by-products) ' 7.845
Natural Gas (including by-products but excluding solution gas (rom oil wells) 331,551

Definitions and Other Notes

In the tables set forth above in "Statement of Reserves Data and Other Oil and Gas Information" and elsewhere in this Annual
Information Form the following definitions and other notes are applicable:

m

"Gross" means:

{a)

(b}
{c)

in relation to Highpine's interest in production or reserves. Highpine's working interest {operating or non operating) share

betore deduction of royalties and without including any of Highpine's rovalty imterests:
|
in relation to wells, the total number of wells in which Highpine has an interest; and

in relation to properties, the total area of propertices in which Highpine has an interest.

“Net" means:

(@)

(b)

(9

in relation to Highpine's interest in production or reserves, Highpine's working interest (operating or non operating) share
after deduction of royalty obligations, plus Highpine's royalty interests in production or reserves:

in relation to Highpine's intcrest in wells. the number of wells obtained by aggregating Highpine's working interest in cach
of Highpine's gross wells; and

in relation 1o Highpine's interest in a property, the total area in which Highpine will have an interest multiplied by the
working interest owned by Highpine.

The crude oil, NGL and natural gas reserve estimates presented in the Paddock chni)n arc based on the definitions and guidelines
contained in the COGE Handbook. A summary of those definitions are set lorth below:

Reserve Categories




Reserves are estimated remaining quantitics of oil and natural gas and related substances anticipated to be 'recoverable from known
accumulations, from a given date forward. based on:

the analysis of drilling. geological. geophysical and engineering data:

the use of established technology: and

specilied economic conditions.

Reserves are classified according to the degree of certainty associated with the estimates:

(a) "Proved reserves” are those reserves that can be cstimated with a high degree of certainty 10 be recoverable. It is likely that
the actual remaining quantities recovered will exceed the estimated proved reserves.

(b} "Probable reserves” are those additional reserves that are less certain to be recovered than proved reserves. It is equally
likely that the actual remaining quantities recovered will be greater or less than the sum of the estimated proved plus
probable reserves. ‘

Other criteria that must also be met for the categorization ol reserves are provided in the COGE Handbook.

Development and Production Status

Each ol'the reserves categories (proved and probable) may be divided into developed and undevetoped categories:

{(c} "Developed reserves” ure those reserves that are expecied Lo be recovered 'from existing wells and installed facilities or, if
facilities have not been installed. that would involve a low expenditure (for example, when compared to the cost of drilling a
well} to put the reserves on production. The developed category may be subdivided into producing and non-producing.

i "Developed producing reserves” are those reserves that are expected 1o be recovered frbm completion intervals
ped p 4 P c ' omp

open at the time of the estimate. These reserves may be currently producing or, if shui-in. they must have

previously been on production, and the date of resumption of production must be known with reasonable certainty.

il "Developed non-producing reserves” are those reserves that cither have not been on production, or have
. p p -g a » . + p
previously been on production, bul are shut-in. and the date of resumption of production is unknown.

(d) "Undeveloped reserves” are those reserves expected to be recovered from known accumulations where a significant
expenditure {for example. when compared to the cosi of drilling a well) is required to render them capable of production.
They must fully meet the requirements of the reserves classification {proved. probable) to which they are assigned.

In multi-well pools it may be appropriate to allocate total pool reserves between the developed and undeveloped categories or 1o
subdivide the developed reserves for the pool between developed producing and developed non-producing. This allocation should be
based on the estimator's assessment as 1o the reserves that will be recovered from specific wells, facitities and completion intervals in
the pool and their respective development and production status.

Levels of Certainty for Reported Reserves
The qualitative certainty levels referred to in the definitions above are applicable to individual reserve entities (which refers to the
lowest level at which reserves calculations are performed) and to reported reserves (which refers to the highest level sum of individual

entity estimates for which reserves are presented). Reported reserves should target the following levels of centainty under a specific set
ot economic conditions: . .

at lcast a 90 percent probability that the quantities actually recovered will equal or exceed the estimated proved reserves; and

at least a 50 percent probability that the quantitics actually recovered will equal or.exceed the sum of the! estimated proved plus
probable reserves.

A qualitative measure of the certainty levels pertaining to estimates prepared for the various reserves categorics is desirable to provide
a clearer understanding of the associated risks and uncertaintics. Flowever, the majorily of reserves estimatesiwill be prepared using
deterministic methods that do not provide a mathematically derived quantitative measure of probability. In principle, there should be
no difference between estimates prepared using probabilistic or deterministic methods.

Additional clarification of certainty levels associated with reserves estimates and the effect of aggregation is provided in the COGE
Handbook.

Forecast prices and costs

Future prices and costs that are:

(e) generally acceptable as being a reasonable outlook of the future; and !




(#)

(5)

(6)

7
{8)

(f il. and only to the extent that, there are fixed or presently determinable future prices or costs to which Highpine will be
legally bound by a contractual or other obligation to supply a physical produet. including those for an extension period of a
contract that is likely to be extended. those prices or costs rather than the prices and costs referred to in paragraph (a).

The forecast summary table under "Pricing Assumptions” below identifies benchmark reference prices that apply to Highpine.

Constant prices and costs

Prices and costs used in an estimate that are:

(g) Highpine's prices and costs as at the effective date of the estimation. held constant throughout the estimated lives of the
properties to which the estimate applies; and

(h) if, and only to the extent that, there are fixed or presently determinable future prices or costs to ‘which Highpine will be
legally bound by a contractual or other obligation to supply a physical product, including those for an extension period of a
contract that is likely to be extended. those prices or costs rather than the prices and costs referred 10 in paragraph ().

- . . . . . \ . L ! . .
For the purposes of paragraph (a), Highpine's prices will be the posted price for oil and the spot price for natural gas, after historical
adjustments for transportation, gravity and other factors.

"Future income tax expenses” estimated:

{a) making appropriate allocations of estimated unclaimed costs and losses carried forward for tax purposes, between oil and
gas activilies and other business activities; : i

(b} without deducting estimated future costs that are not deductible in compuliné taxable income;

(c) taking into account estimated tax credits and allowances: and )

(d) applying to the future pre-tax net cash flows relating to Highpine's oil and gas activities the appropriate year end statutory

Lax rates, taking into account future tax rates already cgislated.

!
"Development well" means a well drilled inside the established limits of an oil or gas reservoir or in close proximity to the edge of the
reservoir. 1o the depth of a stratigraphic horizon known to be productive.

"Development costs” means costs incurred (o obain access to reserves and to providé facilities for extracting; treating. gathering and
storing the oil and gas from the reserves. More specifically, development costs, including applicable operating costs of support
cquipment and facilities and other costs of development activitics, are costs incurred 1o:

{a) gain access to and prepare well locations for drilling, including 5urveying' well locations for the purpose of determining
specific development drilling sites, clearing ground, draining, road building, and relocating public roads, gas lines and
power lines. to the extent necessary in developing the reserves;

(b) drill and equip development wells, development type stratigraphic test wells and service wells, including the costs of
platforms and of well equipment such as casing. tubing, pumping equipment and the wellhead assembly;

(c) acquire, construct and install production facilities such as flow lines, separators, treaters, heaters, manifolds. measuring
devices and productlion storage tanks. natural gas cycling and processing plants, and central utility and waste disposal
syslems; and

(d} previde improved recovery systems.

"Exploration well” means a well that is not a development well, a service well or a stratigraphic test well.

"Exploration costs" mcans costs incurred in identifying areas that may warrant examination and in examining specific areas that are
considered (o have prospects that may contain oil and gas reserves. including costs of drilling exploratory weils and exploratory type
stratigraphic test wells. Exploration costs may be incurred both belore acquiring the related property and after acquiring the property.

Exploration costs, which include applicable operating costs of support equipment and facilities and other costs of exploration
activities, are:

(a) costs of topographical, geochemical, geological and geophysical studies, rights of access 1o propérties to conduct those
studics. and salaries and other expenses of geologists, geophysical crews and others conducting those studies:

(b) costs of carrying and retaining unproved properties. such as delay rentals, taxes (other than income and capital taxes) on
properties, legal costs for title defence. and the maintenance of [and and lease records; 1

(c) dry hole contributions and bottom hole contributions:

(d) costs of drilling and equipping exploratory wells: and

{e) costs of drilling exploratory type stratigraphic test wells.
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"Service well” means a well drilled or completed for the purpose of supporting production in an existing field. Wells in this class are
drilled for the following specific purposes: gas injection {natural gas, propane. butane or flue gas}, water injection. steam injection, air
injection, salt water disposal, water supply for injection. observation or injection for combustion.

Numbers may not add due to rounding.

Pricing Assumptions ' i

Constant Prices Used in Estimates

The constant benchmark reference prices utilized by Paddock in the Paddock Report were as follows:

Summary of Pricing Assumptions as of December 31, 2006
Constant Prices and Costs

(il Natural Gus Fdmonton Liguid Prices
Edmonton Par
Price Hardisty Heavy Pentanes
40° API 25° API AECO Gas Price Propane Butane ' Plus
Year {SCdn/bbl) {3Cdn/bbl) (SCdn/MMbtu) ($Cdn/bbl) (SCdn/bbl) {$Cdn/hbl}
2006 67.06 48.77 6.07 42.13 54.06 71.78

The weighted average historical prices realized by Highpine for the year ended Decémber 31, 2006, were $7.06/Mcf for natural
gas, $67.86/bbl for light oil and condensate and $51.54 /bbl for NGLs. :

Forecast Prices Used in Estimates

The forecast benchmark reference prices, inflation rates and exchange rates utilized by Paddock in the Paddock Report were as

follows:
1
Summary of Pricing and Inflation Rate Assumptions as at December 31, 2006
Forecast Prices and Costs
il Natural Gas Edmonton Liquids Prices ‘
WTI Edmonton Hardisty Cromer
Cushing Par Price Heavy Medium AECO Gas Pentanes . Inflation Exchange
Oklahoma 40° AP 25° APl 29.3° API Price Propane Butane Plus Rates Rate™
Year (SUS/bbI) (SCdn/bbl)  (§Cdn/bbl)  ($Cda/bbl)  (SCdn/MMbtu}  {$Cdn/bbl)  ($Cdn/bbl)  (SCdn/bbl) “alYear (SUS/5Cdn)
Forecast
2007 6100 68.58 47.58 631.78 7.33 4115 48.01 68.58 20 0.87
2008 60.00 67.40 47.40 62,69 791 40,44 47.18 6740 : 20 0.87
2009 60.00 67.37 4937 62,66 7.89 4042 47.16 67.37 2.0 0.87
2010 58.00 65.04 48.54 60,49 787 39.03 45.53 65.04 2.0 0.87
2011 56.00 627t 45.88 58.32 802 3763 ,43.90 62,71 | 2.0 0.87
2012 5712 63.97 46,80 59.49 8.19 38.38 44.78 631,97 20 0.87
Thereatier + 2%alyear




Reconciliations of Changes in Reserves and Future Net Revenue

Reconciliation of
Company Net Reserves ’ .
by Principal Product Type
Based on Constant Prices and Costs

Associated and

Light and Medium Oil Heavy Oil Non-Associated Gay Natural Gas Liguids
Net Net ' Net ' Net
Proved Proved ' Proved ' Proved
et Net Plus Net Net Plus Net Net Plus Net Net Plus
Proved Probable  Probable Proved Probable !I'robable Proved Probable  Probable Proved Probahle FProbable
Factors (Mbbl) (Mbbl) (Mbbl) (Mbbl) (Mhhiy (Mhbhl) (MMcehy  (MMeD (MMeh) (Mbbl) {Mbbl) {Mbbl)
December 6,075 3932 10,007 530 83 6i5 25229 12,147 37376 1,095 336 1,431
31,2005 .
Extensions 1,091 (74) 1,017 - - - 1,048 (362) 686 ro52 (3} 47
Improved - - - - - - - - - - - -
Recovery
Technical 115 (238) (123) (3N (135} (54) 1,415 (3,077) (1,662) 207 (7} 200
Revisions :
Discoveries 394 143 537 - - - 17 985 13,848 31,833 1,163 537 1,700
Acquisitions 1.306 798 2,104 - - - 20088 8.087 28,175 1,858 809 2697
Dispositions - - - - - - - . - - .. . -
Economic - - - - . - . - . BN - .
Factors
Production (1,360) - (1,360) (46) - {46y (6511} - (6,511) (301) - (501}
December 7621 4,561 12,182 445 70 55 59,254 30,643 85,897 ."3,904 1,670 5574
31,2006
Reconciliation of Changes in '
Net Present Values of Future Net Revenue
Discounted at 10% Per Year
Net Proved Reserves : |
Constant Prices and Costs
: I Before Tax
Period and Factor 2006
(Thousands of Dollars)
Estimated Future Net Revenue at December 31, 2003 349,597
Sales and Transfers of Oil and Gas Produced, Net of Production Costs and Royalies " (144.642)
Net Change in Prices, Production Costs and Royalties Related 1o Future Production ' b{64,175)
Changes in Previously Estimated Development Costs Incurred During the Period 3.583
Changes in Estimated Future Development Cosls , 49,997
Extensions and Improved Recovery ; -
Discoveries 106.712
Acquisitions of Reserves 132,418
Dispositions ol Reserves ' . -
Net Change Resulting from Revisions in Quantily Eslimates ' 21179
Accretion of Discount ¥ 34.960
Net Change in lncome Taxes ¥ ‘ 32,568
All Other Changes ' C(45.749)
Estimated Future Net Revenue at December 31, 2006 476.448
Notes:
(1 Cash flow from operations.
2) 10% of discounted future net revenue at the beginning of the financial vear.

(3) The difference between income taxes at beginning of period and income taxes at end of period.
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Additional Information Relating to Reserves Data
Undeveloped Reserves

The following tables set forth the proved undeveloped reserves and the probable undeveloped reserves, each by preduct type,
attributed to the Corporation as at the end of each of the financial vears noted.

Proved Undeveloped Reserves

Light and Medium Natural Gas
Year Oil Heavy Oil Natural Gas Liquids BOE
(Mhbbls) (Mbbls) (MMef) (Mbbls) (Mboe)
2003 216 - 156 . 9 251
2004 830 - 649 38 ' 976
2005 532 - 333 14 602
2006 1.469 - 12.587 568 ‘ 4,135

In 2006, proved undeveloped reserves were attributed to six Nisku drilling locations in the Pembina Nisku GG, HH, NN, WW
and other Nisku locations. [n addition, proved undeveloped reserves were assigned to 17 Pembina Rock Creek gas locations. As
of the date of this Annual Information Form, three of the six Nisku wells have been drilled and the Rock Creek locations are
expected to be drilled in the next two years.

FProbable Undeveloped Reserves

Light and Medium Natural Gas ‘
Year 0il Heavy Oil Natural Gas Liquids BOE
{Mbbls) {Mbbls) {(MMcf) {Mbbls) (Mboe)
2003 97 - 1423 5 349
2004 1.073 - 3.968 62 1796
2005 3104 - 7.399 161 ' 4,498
2006 2,357 - 19,764 1.052 6,703

in 2006, the majority of the probable undeveloped reserves were attributed to 10 Nisku drilling locations in the Pembina Nisku
AA, HH, NN, I, WW_ T and other Nisku locations. In addition, probable undeveloped reserves were assigned to 16 Pembina
Rock Creek gas locations. As of the date of this Annual Information Form, all of the wells are expected to be drilled in the next
two years. i
Undeveloped Reserves .
I
In general, once proved and/or probable undeveloped reserves are identified they are integrated into Highpine's development
plans. The Corporation's business plan generally envisions the development of proved and probable undeveloped reserves within
two years of the date of such integration. The various factors that could result in delayed or cancelled development include:

. changing economic conditions;

. changing technical conditions (production anomalies (i.c., water breakthrough, accelerated depletion));

. multi-zone developments (i.e. a prospective formation completlon may be delayed until the mmal completion is no
longer economic);

. a larger development program may need to be spread out over several years 'to optimize capital 1llocat|on and facility

utilization; and
. surface access issues (landowners, weather conditions and regulatory approvals, for example),
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Significant Factors or Uncertainties

The process of estimating reserves is complex. It requires significant judgments and decisions based on available geological,
geophysical, engineering, and economic data. These estimates may change substantially as additional data from ongoing
development activities and production performance becomes available and as economic conditions impaciing oil and gas prices
and costs change. The reserves estimates contained hercin are based on current production forecasts,' prices and economic
conditions.

As circumstances change and additional data become available, reserve estimates also change. Estimates made are reviewed and
revised, either upward or downward, as warranted by the new information. Revisions are oflen required due to changes in well
performance, prices, economic conditions and governmental restrictions. . :

Although every reasonable effort is made 1o ensure that reserve estimates are accurate, reserve estimation is an inferential science.
As a result, the subjective decisions, new geological or production information and 'a changing environment may impact these
estimates. Revisions to reserve estimates can arise from changes in year-end oil and gas prices, and reservoir performance. Such
revisions can be either positive or negative.

Other than as discussed above and the various risks and uncertainties that participants in the oil and gas industry are exposed to
generally, Highpine is unable to identify any important economic factors or significant uncertainties that will affect any particular
components of the reserves data disclosed herein. See "Risk Factors",

Future Development Costs
The 1able below sets out the development costs deducted in the estimation of future net revenue attributable to the proved reserves

{using both constant prices and costs and forecast prices and costs) and the proved plus probable reserves (using both constant
prices and costs and forecast prices and costs) contained in the Paddock Report,

Forecast Prices and Costs ' Constant Prices and Costs
Proved Plus Proved Plus
Year Proved Reserves Probable Reserves Proved Reserves Probable Reserves
(Thousands of Dollars) ‘
2007 52.757 85,163 52,757 85.163
2008 3.216 22,826 3153 22,378
2009 - - : - ‘ -
2010 423 703 400 ' 663
2011 - - - : -
Total: Undiscounted 56,397 108,693 56,310 | 108.204
Total: Discounted at 10%/vear 53.393 101,487 33.321 101,069

In all years for which economic forecasts were made by Paddock in the Paddock Report, the net revenues from the reserves
attributable to Highpine's properties and assets are well in excess of the estimated future developmemt costs. Therefore, the
Paddock Report assumes that the Corporation will be able to fund the anticipated expenditures for future development entirely out
of its cash flow and will not require other sources in order to develop the proved or probable reserves. As a résult, interest or other
costs of external funding are not included in the reserves and future net revenue estimates.
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Other Oil and Gas Information
Oil and Natural Gas Wells

The following table summarizes Highpine's interest, as at December 31, 2006, in producing wells and wells that Highpine
considers to be capable of production.

Producing Wells ‘ Shut-in Wells "
Qil Natural Gas 0il . Natural Gas
Gross Net Gross Net Gross Net ' Gross Net
Alberta 149 42.6 1,138 78.9 14 8.3 25 14.5
British Columbia - - - - - - 1 0.3
Note:
(n "Shut-in Wells" refers to wells that are capable of producing crude oil or naturat gas, but which are not producing due to lack of

available transportation tacilities, available markets or other reasons. Shut-in wells in which Highpine has an interest are located no
further than 19 kilometres from existing pipelines.

Properties with No Attributed Reserves

The following table summarizes the gross and net acres of unproved properties, effective December 31, 2006, in which Highpine
has an interest in.

Undeveloped Acres " !

Gross Net
Alberta 438,415 3E5.893
British Columbia 55.823 12,720
Total 494,238 328,613
Notes:
(n There are no malerial work commitments in respect of Highpine's unproved propertics: :
(2) Highpine expects its rights to explore. develop and exploit approximately 32.705 net acres of its unproved property (o expire within

one year.

Forward Contracts

Highpine will not be bound by any agreement (including any transportation agreement), directly or through an aggregator, under
which it may be precluded from fully realizing, or may be protected from the full effect of, future market prices for oil or natural
gas other than as set forth in the table below. In addition, Highpine's transportation obligations or commitments for future
physical deliveries of oil or natural gas will not exceed Highpine's expected related future production from its proved reserves,
estimated using forecast prices and costs, as disclosed herein,

At March 30, 2007, Highpine had the following financial commodity contracts for the remainder of 2007:

Commodity Contract Period Yolume Price 1
Oil collar Junuary 2007 10 December 2007 1.750 bbls/d 17.5.855.00 10 U.S.$86.15/bbl
Oil collar January 2007 to December 2007 1,750 bbls/d U.S.$60.00 to U.S.$80.70/bbl
Oil swap January 2007 to December 2007 500 bbls/d $73.00/bbl
Oil swap January 2007 to December 2007 500 bbls/d $73.70/bbl
Oil swap January 2007 to December 2007 500 bhls/d $74.70/6b
Ol swap January 2007 to December 2007 500 bbis/d $75.82/bbl
Gas collar June 2006 10 March 2007 3.000 Gls/d £5.40 10 $12.00/GJ
Gas collar July 2006 10 March 2008 5.000 Gls/d $6.00 to $11.10/GJ
Gas swap January 2007 to December 2007 2,500 Glsid $7.55/G)
Gas swap January 2007 to December 2007 2,500 GJsid $7.62/G)
Cias swap February 2007 to March 2008 1,250/G)s/d $7.68/G)

Gas swap February 2007 to March 2008 1.250/Gls/d $7.70/G)




Additional Information Concerning Abandonment and Reclamation Costs |

The following table discloses the expected abandonment and reclamation costs of the proven and probable Highpine Assets as at
December 31, 2006, calculated both undiscounted and at a 10 percent discount rate with a portion thereof anticipated to be paid in
each of the next three years.

Abandonment and

Reclamation
Abandonment and ' Costs in
Reclamation Disclosed Reserves Data—
Costs . Forecast Prices
(5000} (5000)
Total as at December 31, 2006 17,900 8,393
Total as at December 31, 2006 — Discounted 10% 7,900 2,670
Anticipated to be paid in 2007 829 80
Anticipated to be paid in 2008 274 124
Anticipated to be paid in 2009 427 151

1
Highpine estimates the costs to abandon and reclaim all its shut in and producing wells, facilities, gas plants, pipelines, batteries
and satellites. Highpine's model for estimating the amount and timing of future abandonment and reclamation expenditures was
done on an operating area level. Estimated expenditures for each operating area are based on the AEUB methodology, which
details the cost of abandonment and reclamation in each specific geographic region. Each region was assigned an average cost
per well to abandon and reclaim the wells in that area, Facility reclamation costs are scheduled to be incurred in the year
following the end of the reserve life of its associated reserves. The Corporation will be liable for its share of ongoing
environmental obligations and for the ultimate reclamation of the properties held by it upon abandonment. Ongoing
environmental obligations are expected to be funded out of cash flow. '

The following sets forth certain information regarding Highpine's anticipated abandonment and reclamation costs for surface
leases, wells, facilities and pipelines.

(a) It is expected that Highpine will incur reclamation and abandonment costs in respect of abproximately 234 net

wells.
(b} The total amount of Highpine's abandonment and reclamation costs expected to be incurred is $17.9 million

(undiscounted} and $7.9 million (discounted at 10%). Highpine estimates salvage value to be $23.9 million.

(c) $1.5 million of the $17.9 million of abandonment and reclamation costs disclosed in paragraph (b} above are
expected to be paid in the next three years by Highpine.

Tax Horizon |

Highpine's management does not expect that Highpine will be taxable in the next one to two years. Highpine has estimated
approximately $570 million of tax pools will be available as at December 31, 2006, which can be used to off-set taxable income
in future years.

:
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Costs Incurred
The following table summarizes certain costs {irrespective of whether such costs were capitalized or recorded as an expense)
incurred by Highpine for the fiscal year ended December 31, 2006,

Year Ended
Expenditures ~ December 31, 2006
(Thousands of Dollars)

Property acquisition costs — Unproved propertics " 89,450
Property acquisition costs — Proved properties 409,987
Exploration drilling and complctions 70.900
Development costs ! 42414
Other 358
Total 663,109
Notes:
N Cost of land acquired and geological and geophysicat capital expenditures.
2) Development drilling and facility and equipping.
(®))] Property acquisition costs — Unproved properties includes $32,569 altocated to unproved properties as part of the Kick Arrangement

aned $25.800 as part of the White Fire Arrangement.
Exploration and Development Activities

The following table sets out the number of exploratory and development wells (both on a gross and net bas%s) in which Highpine
participated during the fiscal year ended December 31, 2006,

b

Year Ended December 31, 2006

Exploratory Wells Development Wells
Gross ¥ Net & Gross V) ! Net &
Oil 3 33 10 82
Natural Gas 21 13.6 22 114
Service - - ; 5 | 32
Dry 10 6.6 I 0.5
Total: 36 23.5 38 233

For details concerning anticipated 2007 exploration and development activities in respect of Highpine's properties and assets, see
"Description of Principal Properties”. ,

Production Estimates

The following table sets out the volumes of the proved plus probable gross production estimated for the year ending
December 31, 2007 as estimated by Paddock in assessing the future net revenue disclosed in the tables above:

Light and Naturat Gas
Medium Oil Heavy Oil Natural Gas Liquids BOE
(bbls/d) (bbls/d) (mef/d} (bbls/d) (boe/d)
2007 Pembina 9.321 - 28014 3,175 17.182
2007 West Central Alberta Gas Fairway 199 - 12,408 608 2874
Total 2007 9.851 141 45.206 3.864 21.390

Other than Highpine's Pembina property and West Central Alberta Gas Fairway Property, it is not anticipated that any one field
will account for 20% or more of Highpine's estimated total production tor the year ended December 31, 2007 as disclosed above.
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Production History

The following table discloses, on a quarterly basis for the year ended December 31, 2006, certain inl'érmation in respect of
production, product prices received, royalties paid, Highpine's production costs and resulting netback.

Quarter Ended

2006
Dec. 31 Scpt. 30 June 30 Mar. 31

Average Daily Production "

Light and Medium Crude Oil {bbl/d) 5474 4,182 5223 6.630

Heavy Oil (bbl/d} 149 147 152 157

Gas (Mci/dy 30.221 24.837 25,562 20,681

NGLs (bbl/d) 3,030 2346 1,565 1.163

Combined (Boe/d) : 13,690 10,814 11,201 11,397
Average Prices Received

Light and Medium Crude Qil {3/bbl) 39.06 74.04 76.44 , 66.22

Heavy Oil (bbl/d) 46.71 58.29 61.03 41.35

Gas ($/Mcf) 7.24 6.27 6.62 8.29

NGLs ($/bbl) 56.61 65.54 63.70 59.92

Combined ($/Boe) 52.88 58.05 60.48 60.26
Royalties Paid ¥

Light and Medium Crude Oil ($/bbl) 20.08 19.44 24.35 21.39

Heavy Oil (bbl/d) 8.97 10.18 10.67 7.25

Gas ($/Mcf) 1.25 0.76 1.50 - 275

NGLs ($/bbl) 17.64 2128 19.34 19.27

Combined ($/Boe) 14.80 14.02 17.61 19.49

Notes: '

(1) Belore deduction of royalties. '

(2) Royalties alter ARTC,

3) Operating expenses are composed of direct costs incurred 10 operate both oil and gas wells, A number of assumptions have been
made in allocating these costs between oil, natural gas and natural gas liquids production. Operaling recoveries associated with
operated properties were excluded from operating costs and accounted for as a reduction to general and administrative costs.

) Netbacks are calculated by subtracting royalties. operating costs and transportation costs.

(5) The following table sets forth the average daily production volumes for the year ended December 31, 2006 for each of Highpine's
importam fields,

Light and ‘ Natural Gas
Medium Qil Heavy Oil Natural Gas Ligquids BOE
(bbls/d) (bbls/d) {(Mecfid) {bbls/d) (Boe/d)
1
Pembina 4.906 - 10,653 1.642 8.324
West Central Gas Fairway 206 - 1244 356 2,640
Other 239 151 2,223 34 . 815
Total 3.371 151 25,350 2.032 11,779

For the year ended December 31, 2006, approximately 74% of the gross revenue with respect to Highbine's properties was
derived from crude oil and NGL production and 26% was derived from natural gas production.

Highpine expects to market 100% of its crude oil and natural gas to a third party based on indexed prices.
INDUSTRY CONDITIONS

The oil and natural gas industry is subject to extensive controls and regulations governing its operations {inctuding land tenure,
exploration, development, production, refining, transportation, and marketing) imposed by legislation enacted by various levels of
government and with respect to pricing and taxation of oil and natural gas by agreements among the governments of Canada,
Alberta, British Columbia, and Saskatchewan, all of which should be carefully considered by investors in the oil and gas industry.
It is not expected that any of these controls or regulations will affect the Corporation’s operations in a mannet materially different
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than they would affect other oil and gas companies of similar size. All current legislation is a matter of public record and the
Corporation is unable to predict what additional legislation or amendments may be enacted. QOutlined below are some of the
principal aspects of legislation, regulations and agreements governing the oil and gas industry.

Pricing and Marketing — Oil and Natural Gas

The producers of oil are entitled to negotiate sales contracts directly with oil purchasers, with the result thatthe market determines
the price of oil. il prices are primarily based on worldwide supply and demand. The specific price depends in part on oil
quality, prices of competing fuels, distance to market, the value of refined products, the supply/demand balance, and other
contractual terms. Oil exporters are also entitled to enter into export contracts with terms not exceeding one year in the case of
light crude oil and two years in the case of heavy crude oil, provided that an order approving such export has been obtained from
the National Energy Board of Canada (the "NEB"). Any oil export 10 be made pursuant to a contract of longer duration {to a
maximum of 25 years) requires an exporter to obtain an export licence from the NEB and the issuance of such licence requires the
approval of the Governor in Council. -

1
The price of natural gas is determined by negotiation between buyers and sellers. Natural gas exported from Canada is subject to
regulation by the NEB and the Government of Canada. Exporters are free to negotiate prices and other terms with purchasers,
provided that the export contracts must continue to meet certain other criteria prescribed by the NEB and the Government of
Canada. Natural gas exports for a term of less than two years or for a term of two to 20 years (in quantities of not more than
30,000 m*/day), must be made pursuant to an NEB order. Any natural gas export to be made pursuant to a contract of longer
duration (1o a maximum of 25 years) or a larger quantity requires an exporter to obtain an export licence from the NEB and the
issuance of such licence requires the approval of the Governor in Council.
The governments of Alberta, British Columbia, and Saskatchewan also regulate the volume of natural gas that may be removed
from those provinces for consumption elsewhere based on such factors as reserve availability, transportation arrangements, and
market considerations, '

Pipeline Capacity . '

Although pipeline expansions are ongoing, the lack of firm pipeline capacity continues to affect the oil and natural gas industry
and limit the ability to produce and to market natural gas production. In addition, the pro-rationing of c¢apacity on the inter-
provincial pipeline systems also continues to affect the ability to export oil and natural gas.

The North American Free Trade Agreement

The North American Free Trade Agreement ("NAFTA") among the governments of Canada, United States of America, and
Mexico became effective on January 1, 1994. NAFTA carries forward most of the material energy terms that are contained in the
Canada United States Free Trade Agreement. In the context of energy resources, Canada continues to remain free to determine
whether exports of energy resources to the United States or Mexico will be allowed, provided that any export restrictions do not:
(i) reduce the proportion of energy resources exported relative to domestic use (based upon the proportion prevailing in the most
recent 36 month period); (ii} impose an export price higher than the domestic price subject to an exception with respect to certain
voluntary measures which only restrict the volume of exports; and (iii) disrupt normal channels of supply. All three countries are
prohibited from imposing minimum or maximum export or import price requirements, provided, in the case of export price
requirements, prohibition in any circumstances in which any other form of quantitative restriction is prohibited, and in the case of
import-price requirements, such requirements do not apply with respect to enforcement of countervailing and anti-dumping orders
and undertakings.

NAFTA contemplates the reduction of Mexican restrictive trade practices in the energy sector by 2010 and prohibits
discriminatory border restrictions and export taxes. NAFTA also contemplates clearer disciplines on regulators to ensure fair
implementation of any regulatory changes and to minimize disruption of contractual arrangements and avoid undue interference
with pricing, marketing and distribution arrangements, which is important for Canadian natural gas exports.




27

Provincial Royalties and Incentives
General

In addition to federal regulation, each province has legislation and regulations which govern land tenure, royalties, production
rates, environmental protection, and other matters. The royalty regime is a significant factor in the profitability of crude oil,
natural gas liquids, sulphur, and natural gas production. Royalties payable on production from lands other than Crown lands are
determined by negotiations between the mineral owner and the lessee, although production from such lands is subject to certain
provincial taxes and royalties. Crown royalties are determined by governmental regulation and are generally calculated as a
percentage of the value of the gross production. The rate of royalties payable generally depends in part on prescribed reference
prices, well productivity, geographical location, field discovery date, method of recovery, and the type or quality of the petroleum
product produced. Other royalties and royalty-like interests are, from time to time, carved out of the working interest owner's
interest through non-public transactions. These are often referred to as overriding royalties, gross ovcrrldm‘g royalties, net profits
interests, or net carried interests.

Occasionally the governments of the western Canadian provinces create incentive programs for exploration and development.
Such programs often provide for royalty rate reductions, royalty holidays, and tax credits, and are generally introduced when
commodity prices are low. The programs are designed to encourage exploration and development activity by improving earnings
and cash flow within the industry. Royalty holidays and reductions would reduce the amount of Crown royalties paid by oil and
gas producers to the provincial governments and would increase the net income and funds from operations of such producers.
However, the trend in recent years has been for provincial governments to eliminate, amend or allow such incentive programs to
expire without renewal, and consequently few such incentive programs are currently operative. .

The Canadian federal corporate income tax rate levied on taxable income is 22.1% effective January 1, 2007 for active business
income including resource income. With the elimination of the corporate surtax effective January 1, 2008 and other rate
reductions introduced in the 2006 Federal Budget, the federal corporate income tax rate will decrease o 19% in three steps:
20.5% on January 1, 2008, 20% on January 1, 2009 and 19% on January 1, 2010.

Alberta

In Alberta, companies are granted the right to explore, produce and develop petroleum and natural gas resources in exchange for
royalties, bonus bid payments and rents. Currently, the amount of royalties that are payable is influenced by the oil production,
density of the oil, and the vintage of the oil. Originally, the vintage classified oi! in "new oil" and "old oil" depending on when
the oil pools were discovered. If discovered prior to March 31, 1974 it is considered "old oil", if discovered after March 31, 1974
and before September 1, 1992, it is considered "new oil". The Alberta government introduced in 1992 a Third Tier Royalty with
a base rate of 10% and a rate cap of 25% for oil pools discovered afier September 1, 1992, The ncw oil royalty reserved to the
Crown has a base rate of 10% and a rate cap of 30%. The old oil royalty reserved to the Crown has a base rate of 10% and a rate
cap of 35%.

The royalty reserved to the Crown in respect of natural gas production, subject to various incentives, is between 15% and 30%, in
the case of new natural gas, and between 15% and 35%, in the case of old natural gas, depending upon a prescribed or corporate
average reference price. Natural gas produced from qualifying intervals in eligible gas wells spudded or'deepened to a depth
below 2,500 metres is also subject 1o a royalty exemption, the amount of which depends on the depth of the well.

Oil sands projects are subject to a specific regulation made effective July 1, 1997, and expiring June 30, 2007, which, among
other things, determines the Crown's share of crude and processed oil sands products.

Regulations made pursuant to the Mines and Minerals Act {Alberta) provided various incentives for explorinlg and developing oil
reserves in Alberta. However, the Alberta Government announced in August of 2006 that four royalty programs were to be
amended, a new program was to be introduced and the Alberta Royalty Tax Credit Program {"ARTC") was ¢liminated, effective
January 1, 2607. The programs affected by this announcement are: {i) Deep Gas Royalty Holiday; (ii) Low Productivity Well
Royalty Reduction; (iii) Reactivated Well Royalty Exemption; and (iv) Horizontal Re-Entry Royalty Reduction. The program
being introduced is the Innovative Energy Technologies Program (the "IETP") which is intended to promote the producers'
investment in research, technology and innovation for the purposes of improving envirenmental performance while creating
commercial value. The [ETP provides royalty reductions which are presumed to reduce financial risk. Alberta Energy will be the
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one to decide which projects qualify and the level of support that will be provided.. The deadline for the [ETP's third round of
applications is May 31, 2007.

On February 16, 2007, the Alberta Government announced that a review of the province's royalty and tax regime (including
income tax and freehold mineral rights tax) pertaining to oil, gas and oil sands will be conducted by a panel of experts, with the
assistance of individual Albertans and key stakeholders, The purpose of this process is to ensure that Albertans are receiving a
fair share from energy development through royalties, taxes and fees. The issues to be reviewed during this examination process
are: (i) undertaking a comparison of Alberta's royalty system to other oil and gas producing jurisdictions, taking into account
investment economics and industry returns and risks in Alberta; (ii) whether Alberta's royalty system is sufficiently sensitive to
market conditions; (iii) whether the current revenue minus cost system for oil sands royalties is optimal; (iv) which programs built
into the existing royalty system should be retained or strengthened, and which should be adapted or eliminated; {v) how the tax
treatment of the oil and gas sector compares 10 other sectors and jurisdictions; (vi} the economic and fiscal impacts of any
possible changes to the royalty and corporate tax structures; and (vii) how existing resource development should be treated if
changes are 1o be made 1o the fiscal regime. The review panel is to produce a final report that will be presented to the Minister of
Finance by August 31, 2007, '

British Colfumbia .

Producers of oil and natural gas in the Province of British Columbia are required to pay annual rental payments with respect to the
Crown leases and royalties and freehold production taxes in respect of oil and gas produced from Crown and freehold lands. The
amount payable as a royalty in respect of oil depends on the type of oil, the value of the oil, the quantity of oil produced in a
month, and the vintage of the oil. Generally, the vintage of oil is based on the determination of whether the il is produced from a
pool discovered before October 31, 1975 (old oil), between October 31, 1975, and June 1, 1998 (new cil), or after June 1, 1998
(third-tier oil). The royalty rates are calculated in three stages, which take into account the vintage of the oil, if the oil produced
has already been sold and any royalty exempt value applicable (exempt welils). Oil produced from newly discovered pocls may
be exempt from the payment of a royalty for the first 36 months of production or 11,450m’ produced, whichever comes first; and
the toyalties for third-tier oil are the lowest reflecting the higher costs of exploration and extraction that' the producers would
incur. The royalty payable on natural gas is determined by a sliding scale based on a reference price, which is the greater of the
price obtained by the producer, and a prescribed minimum price. However, when the reference price is below the select price (a
parameter used in the royalty rate formula), the royalty rate is fixed. As an incentive for the production and marketing of natural
gas, which may have been flared, natural gas produced in association with oil has a lower royalty then the royalty payable on non-
conservation gas.

On May 30, 2003, the Ministry of Energy and Mines for the Province of British Columbia announced an Qil and Gas
Development Strategy for the Heartlands ("Strategy”). The Strategy is a comprehensive program to address road infrastructure,
targeted royalties and regulatory reduction, and British Columbia service sector opportunities. In addition, the Strategy will result
in economic and employment opportunities for communities in British Columbia's heartlands.

Some of the financial incentives in the Strategy include:
¢ Royalty credits of up to $30 million annually towards the construction, upgrading. and maintenance of road
infrastructure in support of resource exploration and development. Funding will be contingent upon an equal
contribution from industry,

¢ Changes to provincial royalties: new royalty rates for low productivity natural gas to enhance marginally economic
resources plays, royalty credits for deep gas exploration to locate new sources of natural gas, and royalty credits for
summer drilling to expand the drilling season.

On February 27, 2007 the Government of British Columbia unveiled the Energy Plan outlining the Province's strategy towards the
environment and which includes targeting for zero net greenhouse gas emissions, promoting new investments in innovation, and
becoming the world's leader in sustainable environmental management. With regards to the oil and gas industry the objective is to
achieve clean energy through conservation and energy efficient practices, whilst competitiveness is advocated in order to attract
investment for the development of the oil and gas sector. Among the changes to be implemented are: (i}.a new of Net Profit
Royalty Program; (ii) the creation of a Petroleum Registry; (iii} the establishing of an infrastructure royalty program (combining
roads and pipelines); {iv} the elimination of routine flaring at producing wells; (v) the creation of policies and measures for the
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reduction of emissions; (vi) the development of unconventional resources such as tight gas and coalbed gas; and (vii) new the Oil
and Gas Technology Transfer Incentive Program that encourages the research, development and use of innovative technologies to
increase recoveries from existing reserves and promotes responsible development of new oil and gas reserves.

Saskatchewan

In Saskatchewan, the amount payable as a royally in respect of oil depends on the vintage of the oil, the type of oil, the quantity of
oil produced in a month, and the value of the oil. For Crown royalty and freehold production tax purposes, crude oil is considered
"heavy oil”, "southwest designated oil", or "non-heavy cil other than southwest designated oil”. The conventional royalty and
production tax classifications ("fourth tier oil” introduced October |, 2002, "third tier oil", "new oil", or "old oil") of oil
production are applicable to each of the three crude oil types. The Crown royalty and freehold production tax structure for crude
oil is price sensitive and varies between the base royalty rates of 5% for all "fourth tier oil" to 20% for "old 0|l“ Marginal royalty
rates are 30% for all "fourth tier oil” to 45% for "old oil".

The amount payable as a royalty in respect of natural gas is determined by a sliding scale based on a reference price (which is the
greater of the amount obtained by the producer and a prescribed minimum price), the quantity produced in a given month, the
type of natural gas, and the vintage of the natural gas. As an incentive for the production and marketing of natural gas which may
have been flared, the royalty rate on natural gas produced in association with oil is less than on non-associated natural gas. The
royalty and productlon tax classifications of gas production are "fourth tier gas" introduced October 1, 2002, "third tier gas", "new
gas", and "old gas". The Crown royalty and freehold production tax for gas is price sensitive and varies between the base royalty
rate of 5% for "fourth tier gas” and 20% for "old gas". The marginal royalty rates are between 30% for "fourth tier gas" and 45%
for "old gas".

On October 1, 2002, the following changes were made to the royalty and tax regime in Saskatchewan:

* A new Crown royalty and freehold production tax regime applicable to associated natural gas (gas produced from oil
wells) that is gathered for use or sale. The royalty/tax will be payable on associated natural gas produced from an oil
well that exceeds approximately 65 thousand cubic metres in a month. '

* A modified system of incentive volumes and maximum royalty/tax rates applicable to the initial production from oil
wells and gas wells with a finished drilling date on or after October 1, 2002, was introduced. The incentive volumes are
applicable to various well types and are subject to a maximum royalty rate of 2.5% and a freehold production tax rate of
zero per cent. '

*  The elimination of the re entry and short section horizontal oil well royalty/tax categories. All horizontal oil wells with a
finished drilling date on or after October 1, 2002, will receive the "fourth tier" royalty/ tax ratés and new incentive
volumes,

In 1975, the Government of Saskatchewan introduced a Royalty Tax Rebate ("RTR") as a response to the federal government
disallowing crown royalties and similar taxes as a deductible business expense for income tax purposes. As of January 1, 2007,
the remaining balance of any unused RTR will be limited in its carry forward to five years since the federal government had the
initiative to reintroduce the full deduction of provincial resource royalties from federal and provincial taxablé income.

Land Tenure

Crude oil and natural gas located in the western provinces is owned predominantly by the respective provincial governments.
Provincial governments grant rights to explore for and produce oil and natural gas pursuant to leases, licences, and permits for
varying terms from two years, and on conditions set forth in provincial legistation including requirements to perform specific
work or make payments. Qil and natural gas located in such provinces can also be privately owned and rights to explore for and
preduce such oil and natural gas are granted by lease on such terms and conditions as may be negotiated.

Environmental Regulation

The oil and natural gas industry is currently subject to environmental regulations pursuant to a variety of provincial and federal
legislation. Such legislation provides for restrictions and prohibitions on the release or emission of various substances preduced



in association with certain oil and gas industry operations. In addition, such legistation requires that well and facility sites be
abandoned and reclaimed to the satisfaction of provincial authorities. Compliance with such legislation can require significant
expenditures and a breach of such requirements may result in suspension or revocation of necessary licences and authorizations,
civil liability for pollution damage, and the imposition of material fines and penalties.
i

Environmental egislation in the Province of Alberta has been consolidated into the Environmental Protection and Enhancement
Act (Alberta) (the "EPEA"), which came into force on September 1, 1993, and the Qil and Gas Conservation Act (Alberta) (the
"OGCA"). The EPEA and OGCA impose stricter environmental standards, require more stringent compliance, reporting and
monitoring obligations, and significantly increased penalties. In 2006, the Alberta Government enacted regulations pursuant to
the EPEA to specifically target sulphur oxide and nitrous oxide emissions from industrial operations including the oil and gas
industry. No additional expenses are foreseen that are associated with complying with the new regulations. The Corporation will
be commitied to meeting its responsibilities to protect the environment wherever it operates and anticipates making increased
expenditures of both a capital and an expense nature as a result of the increasingly stringent faws relating to the protection of the
environment, and will be taking such steps as required to ensure compliance with the EPEA and similar legislation in other
jurisdictions in which it operates. We believe that we are in material compliance with applicable envirenmental laws and
regulations. We also believe that it is reasonably likely that the trend towards stricter standards in environmental legislation and
regulation will continue.

British Columbia's Environmental Assessment Act became effective June 30, 1995, This legislation rolls the previous processes
for the review of major energy projects into a single environmental assessment process with public participation in the
environmental review process. : i

In December, 2002, the Government of Canada ratified the Kyoto Protocal ("Protocol"). The Protocol calls for Canada to reduce
its greenhouse gas emissions to 6% below 1990 "business-as-usual” levels between 2008 and 2012. Given revised estimates of
Canada's normal emissions levels, this target translales into an approximately 40% gross reduction in Canada’s current emissions.
It remains uncertain whether the Kyoto target of 6% below 1990 emission levels will be enforced in Canada. The Federal
Government has introduced legislation aimed at reducing greenhouse gas emissions using a "intensity based" approach, the
specifics of which have yet to be determined. Bill C-288, which is intended to ensure that Canada meets its global climate change
obligations under the Kyoto Protocol, was passed by the House of Commons on February 14, 2007. As details of the
implementation of this legislation have not yet been announced, the effect of our operations cannot be determined at this time.

Trends '

There are a number of trends that have been developing in the oil and gas industry during the past several years that appear to be
shaping the near future of the business,

The first trend is the volatility of commodity prices. Natural gas is a commodity influenced by factors within Nerth America. A
tight supply-demand balance for natural gas causes significant elasticity in pricing, whereas higher than average storage levels
tend to depress natural gas pricing. Drilling activity, weather, fuel switching and demand for electrical generation are all factors
that aifect the supply-demand balance. Changes to any of these or other factors create price volatility.

Crude oil is influenced by the world economy, Organization of the Petroleum Exporting Countries’ ability to adjust supply to
world demand and weather. Crude oil prices have been kept high by political events causing disruptions in the supply of oil and
concern over potential supply disruptions triggered by unrest in the Middle East and more recently have been impacted by
weather and increased storage levels. Political events trigger large fluctuations in price levels.

The impact on the oil and gas industry from commodity price volatility is significant. During periods of high prices, producers
generate sufficient cash flows to conduct active exploration programs without external capital. Increased commodity prices
frequently translate into very busy periods for service suppliers triggering premium costs for their services. Purchasing land and
properties similarly increase in price during these periods. During low commodity price periods, acquisition costs drop, as do
internally generated funds to spend on exploration and development activities, With decreased demand, the prices charged by the
various service suppliers also decline.

i
i

A second trend within the Canadian oil and gas industry is the fairly consistent "renewal” of private and small junior oil and gas
companies starting up business. These companies often have experienced management teams from previous industry



organizations that have disappeared as a part of the ongoing industry consolidation. Many are able to raise capital and recruit
well qualified personnel. The Corporation will have to compete with these companies and others to attract qualified personnel.

A third trend currently affecting the oil and gas industry is the impact on capital markets caused by investor uncertainty in the
North American economy. The capital market volatility in Canada has also been affected by uncertainties surrounding the
economic impact that the Protocol, and other environmental initiatives, will have on the sector and, in more recent times, by the
October 31, 2006 proposals of the Federal government of Canada (the "October 31, 2006 Proposals") relating to income trusts and
other "specified investment flow-through” entities ("SIFTs"). Pursuant to the existing provisions of the frcome Tax Act (Canada),
to the extent that a SIFT has any income for a taxation year after certain inclusions and deductions. the SIFT will be permitted to
deduct all amounts of income which are paid or become payable by it to unitholders in the year. Under the October 31, 2006
Proposals, SIFTs will be liable for tax at a rate consistent with the taxes currently imposed on corporations commencing in
January 2011, provided that the SIFT experiences only "nonmnal growth" and no "undue expansion” before then, in which case the
tax could be imposed prior to the January 2011 deadline. Although the October 31, 2006 Proposals will not affect the method in
which the Corporation will be taxed, they may have an impact on the ability of a SIFT to purchase producing assets from junior
oil and gas companies (as well as the price that a SIFT is willing to pay for such an acquisition) thereby affecting exploration and
production companies' ability to be sold to a SIFT which has been a key "exit strategy™ in recent years for small to mid-sized oil
and gas companies. This may be a benefit for the Corporation as it will compete with SIFTs for the acquisition of oil and gas
properties from junior producers. However, it may also limit the Corporation's ability to sell producing properties or pursue an
exit strategy. |

Generally during the pasi year, the economic recovery combined with increased commodity prices has caused an increase in new
equity financings in the oil and gas industry, although the level of same was negatively impacted by the October 31, 2006
Proposals. The Corporation will compete with numerous new companies and their new management teams and development
plans in its access to capital. The competitive nature of the oil and gas industry will cause opportunities for equity financings to
be selective, The Corporation may have to rely on internally generated funds to conduct their exploration and developmental
programs.

RISK FACTORS

Highpine's securities should be considered highly speculative due to the nature of Highpine's business. An investor should
consider carefully the risk factors set out below. In addition, investors should carefully review and consider all other information
contained or incorporated by reference in this Annual Information Form and in Highpine's other public filings before making an
investment decision. An investment in securities of the Corporation should only be made by persons who can afford a significant
or total loss of their investment.

Exploration, Development and Production Risks |

Oil and natural gas operations involve many risks that even a combination of experience, knowledge and careful evaluation may
not be able to overcome. The long-term commercial success of Highpine depends on its ability to find, acquire, develop and
commercially produce oil and natural gas reserves. Without the continual addition of new reserves, any existing reserves
Highpine may have at a particular time and the production therefrom will decline over time as such existing reserves are
exploited. A future increase in Highpine's reserves will depend not only on its ability to explore and develop any properties it
may have from time to time, but also on its ability to select and acquire suitable producing properties or prospects. No assurance
can be given that Highpine will be able to continue to locate satisfactory properties for acquisition or participation, Moreover, if
such acquisitions or participations are identified, management of Highpine may determine that current markets, terms of
acquisition and participation or pricing conditions make such acquisitions or participations uneconomic. There is no assurance
that further commercial quantities of oil and natural gas will be discovered or acquired by Highpine. ;
Future cil and natural gas exploration may involve unprofitable efforts, not only from dry wells, but also from wells that are
productive but do not produce sufficient petroleum substances to return a profit after drilling, operating and other costs.
Completion of a well does not assure a profit on the investment or recovery of drilling, completion and operating costs. In
addition, drilling hazards or environmental damage could greatly increase the cost of operations, and various field operating
conditions may adversely affect the production from successful wells. These conditions include delays in obtaining governmental
approvals or consents, shut-ins of connected wells resulting from extreme weather conditions, insufficient storage or
transportation capacity or other geological and mechanical conditions. While diligent well supervision and effective maintenance
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operations can contribute to maximizing production rates over time, production delays and declines fromInormal field operating
conditions cannot be eliminated and can be expected to adversely affect revenue and cash flow levels to varying degrees.

Oil and natural gas exploration, development and production operations are subject to all the risks and hazards typically
associated with such operations, including hazards such as fire, explosion, blowouts, cratering, sour gas releases and spills, each
of which could result in substantial damage to oil and natural gas wells, production facilities, other property and the environment
or personal injury. In particular, Highpine explores for and produces sour natural gas in certain areas. An unintentional leak of
sour natural gas could result in personal injury, loss of life or damage to property and may necessitate an evacuation of populated
areas, all of which could result in liability to Highpine. In accordance with industry practice, Highpine is not fully insured against
all of these risks, nor are all such risks insurable. Although Highpine maintains liability insurance in an amount that it considers
consistent with industry practice, the nature of these risks is such that liabilities could exceed policy limits, in which event
Highpine could incur significant costs that could have a material adverse effect upon its financial condition. Oil and natural gas
production operations are also subject to all the risks typically associated with such operations, including encountering
unexpected formations or pressures, premature decline of reservoirs and the invasion of water into producing formations. Losses
resulting from the occurrence of any of these risks could have a material adverse effect on Highpine.

Failure to Realize Anticipated Benefits of Acquisitions and Dispositions '

Highpine makes acquisitions and dispositions of businesses and assets in the ordinary course of business. Achieving the benefits
of acquisitions depends in part on successfully consolidating functions and integrating operations and procedures in a timely and
efficient manner as well as Highpine's ability to realize the anticipated growth opportunities and synergies from combining the
acquired businesses and operations with those of Highpine. The integration of acquired business may require substantial
management effort, time and resources and may divert management's focus from other strategic opportunities and operational
matters. Management continually assesses the value and contribution of services provided and assets required to provide such
services. [n this regard, non-core assets are periodically disposed of, so that Highpine can focus its efforts and resources more
efficiently. Depending on the state of the market for such non-core assets, certain nen-core assets of Highpine, if disposed of,
could be expected to realize less than their carrying value on the financial statements of Highpine.

Operational Dependence

Other companies operate some of the assets in which Highpine has an interest.  As a result, Highpine has limited ability to
exercise influence over the operation of these assets or their associated costs, which could adversely affect Highpine's financial
performance. Highpine's return on assets operated by others will therefore depend upon a number of factors that may be outside
of Highpine's control, including the timing and amount of capital expenditures, the operator's expertise and financial resources,
the approval of other participants, the selection of technology and risk management practices. |

Project Risks
Highpine manages a variety of small and large projects in the conduct of its business. Project delays may delay expected
revenues from operations. Significant project cost over-runs could make a project uneconomic.

Highpine’s ability 1o execute projects and market oil and natural gas depends upon numerous factors beyand the Corporation's
control, including:

. the availability of processing capacity;

. the availability and proximity of pipeline capacity;

. the availability of storage capacity;

. the supply of and demand for oil and natural gas;

. the availability of alternative fuel sources;

. the effects of inclement weather;

. the availability of drilling and related equipment; . i
. unexpected cost increases;

. accidental events; '

currency fluctuations;
. changes in regulations;
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. the availability and productivity of skilled labour; and
. the regulation of the oil and natural gas indusiry by various levels of government and governmental agencies.

Because of these factors, FHighpine could be unable to execute projects on time, on budget or at all, and may not be able to
effectively market the oil and natural gas that it produces.

Competition

The petroleum industry is competitive in all its phases. Highpine competes with numerous other organizat!ions in the search for,
and the acquisition of, oil and natural gas properties and in the marketing of 0il and natural gas. Highpine's competitors include
oil and natural gas companies that have substantially greater financial resources, staff and facilities than Highpine. Highpine's
ability to increase its reserves in the future will depend not only on its ability to explore and develop its present properties, but
also on its ability to select and acquire other suitable producing properties or prospects for exploratory drilling. Competitive
factors in the distribution and marketing of oil and natural gas include price and methods and reliability of delivery and storage.
Competition may also be presented by alternate fuel sources.

Regulatory

Oil and natural gas operations {exploration, production, pricing, marketing and transportation) are subject to extensive controls
and regulations imposed by various levels of government, which may be amended from time to time. See "Industry Conditions".
Governments may regulate or intervene with respect to price, taxes, royalties and the exportation of oil and natural gas. Such
regulations may be changed from time to time in response to economic or political conditions. At this time, the Alberta
Government is in the process of examining the royalty and tax regime applicable to oil, gas and oil sands — see "Industry
Conditions — Provincial Royalties and Incentives”. The implementation of new regulations or the modification of existing
regulations affecting the cil and natural gas industry could reduce demand for natural gas and crude oil and increase Highpine's
costs, any of which may have a material adverse effect on Highpine's business, financial condition and resuits of operations. In
order to conduct oil and gas operations, Highpine requires licenses from various governmental authorities. There can be ne
assurance that Highpine will be able to obtain all of the licenses and permits that may be required to conduct operations that it
may wish to undertake.

Kyoto Protocol

Canada is a signatory to the United Nations Framework Convention on Climate Change and has ratified the Kyoto Protocol
established thereunder to set legally binding targets to reduce nationwide emissions of carbon dioxide, methane, nitrous oxide and
other so-called "greenhouse gases”. Highpine's exploration and production facilities and other operations and activities emit
greenhouse gases which will likely subject Highpine to possible future legislation regulating emissions of greenhouse gases. The
Government of Canada has proposed a Bill, which suggests further legislation will set greenhouse gases emission reduction
requirements for various industrial activities, including oil and gas exploration and production. Futuré federal legislation,
together with provincial emission reduction requirements, such as those included in Alberta's Climate Change and Emissions
Management Act (partially in force), may require the reduction of emissions (or emissions intensity} produced by the
Corporation's operations and facilities. The direct or indirect costs of these regulations may adversely affect the business of the
Corporation. See "Industry Conditions — Environmental Regulation®.

Environmental

All phases of the oil and natural gas business present environmental risks and hazards and are subject to environmental regulation
pursuani to a variety of federal, provincial and local laws and regulations. Environmental legistation provides for, among other
things, restrictions and prohibitions on spills, releases or emissions of various substances produced in association with oil and
natural gas operations. The legislation also requires that wells and facility sites be operated, maintained, abandoned and
reclaimed to the satisfaction of applicable regulatory authorities. Compliance with such legislation can require significant
expenditures and a breach of applicable environmental legislation may result in the imposition of fines and penalties, some of
which may be material. Environmental legislation is evolving in a manner expected to result in stricter standards and
enforcement, targer fines and liability and potentially increased capital expenditures and operating costs. The discharge of oil,
natural gas, sour natural gas or other pollutants into the air, soil or water may give rise to liabilities to governments and third
parties and may require Highpine to incur costs to remedy such discharge. Although Highpine believes that it is in material



compliance with current applicable environmental regulations no assurance can be given that environmental laws will not result in
a curtailment of production or a material increase in the costs of production. development or exploration activities or otherwise
adversely affect Highpine's financial condition, results of operations or prospects. There has been much public debate with
respect to Canada's ability to meet these targets and the Government's strategy or alternative stralegies with respect to climate
change and the control of greenhouse gases. Implementation of strategies for reducing preenhouse gases whether to meet the
limits required by the Kyoto Protocol or as otherwise determined, could have a material impact on the nature of oil and natural
gas operations, including those of Highpine. Given the evolving nature of the debate related to climate change and the control of
greenhouse gases and resulting requirements, it is not possible 1o predict either the nature of those requirements or the impact on
Highpine and its operations and financial condition, See "Industry Conditions — Environmental Regulation™.

Prices, Markets and Marketing

The marketability and price of oil and natural gas that may be acquired or discovered by Highpine is and will continue to be
affected by numerous factors beyond its control. Highpine's ability to market its oil and natural gas may depend upen its ability to
acquire space on pipelines that deliver natural gas to commercial markets. Highpine may also be affected by deliverability
uncertainties related to the proximity of its reserves to pipelines and processing and storage facilities and' operational problems
affecting such pipelines and facilities as well as extensive government regulation relating to price, taxes, royalties, land tenure,
allowable production, the export of oil and natural gas and many other aspects of the oil and natural gas busipess.

Highpine's revenues, profitability and future growth and the carrying value of its oil and gas properties are substantially dependent
on prevailing prices of oil and gas. Highpine's ability to borrow and to obtain additional capital on attractive terms is also
substantially dependent upon oil and gas prices. Prices for oil and gas are subject to large fluctuations in response to relatively
minor changes in the supply of and demand for oil and gas, market uncertainty and a variety of additional factors beyond the
control of Highpine. These factors include economic cenditions in the United States and Canada, the actions of the Organization
of Petroleum Exporting Countries, governmental regulation, political stability in the Middle East and elsewhere, the foreign
supply of oil and gas, the price of foreign imports and the availability of alternative fuel sources. Any substantial and extended
decline in the price of oil and gas would have an adverse effect on Highpine's carrymg value of its proved reserves, borrowing
capacity, revenues, profitability and cash flows from operations. |

The exchange rate between the Canadian and U.S. dollar also affects the profitability of the Corporation and the Canadian dollar
has strengthened recently against the U.S. dollar.

Volatile oil and gas prices make it difficult to estimate the value of producing properties for acquisition and often cause disruption
in the market for oil and gas producing properties, as buyers and sellers have difficulty agreeing on such value. Price volatility
also makes it difficult to budget for and project the return on acquisitions and development and exploitation projects. In addition,
bank borrowings available to Highpine are in part determined by Highpine's borrowing base. A sustained material decline in
prices from historical average prices could reduce Highpine's borrowing base, therefore reducing the bank credit available to
Highpine which could require that a portion, or all, of Highpine's bank debt be repaid and a liquidation of asséts.

Substantial Capital Requirements

Highpine anticipates making substantial capital expenditures for the acquisition, exploration, development and production of oil
and natural gas reserves in the future. 1f Highpine's revenues or reserves decline, it may not have access to the capital necessary
to undertake or complete future drilling programs. There can be no assurance that debt or equity financing, or cash generated by
operations will be available or sufficient 1o meet these requirements or for other corporate purposes or, if debt or equity financing
is available, that it will be on terms acceptable to Highpine. The inability of Highpine to access sufficient capital for its
operations could have a material adverse effect on Highpine's financial condition, results of operations and prospects.

Additional Funding Requirements

Highpine's cash flow from its reserves may not be sufficient to fund its ongoing activities at all times. From time 1o time,
Highpine may require additional financing in order to carry out its oil and gas acquisition, exploration and development activities.
Failure to obtain such financing on a timely basis could cause Highpine to forfeit its interest in certain properties, miss certain
acquisition opportunities and reduce or terminate its operations. [f Highpine's revenues from its reserves decrease as a result of
fower oil and natural gas prices or otherwise, Highpine's ability to expend the necessary capital to replace its reserves or (o
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maintain its production will be impaired. If Highpine's cash flow from operations is not sufficient to satisfy, its capital expenditure
requirements, there can be no assurance that additional debt or equity financing will be available to meet these requirements or, if
available, on favourable terms acceptable to Highpine.

|

Issuance of Debt

From time to time Highpine may enter into transactions to acquire assets or the shares of other organizations. These transactions
may be financed in whole or in part with debt, which may increase Highpine's debt levels above mdustry standards for oil and
natural gas companies of similar size. Depending on future exploration and development plans, Highpine may require additional
equity and/or debt financing that may not be available or, if available, may not be available on favourable terms. Neither
Highpine's articles nor its by-laws limit the amount of indebtedness that Highpine may incur. Thé level of Highpine's
indebtedness from time to time, could impair Highpine's ability to obtain additional financing on a timely basis to take advantage
of business opportunities that may arise, '
Hedging

1
From time to time Highpine may enter into agreements to receive fixed prices on its oil and natural gas production to offset the
risk of revenue losses if commodity prices decline; however, if commodity prices increase beyond the levels set in such
agreements, Highpine will not benefit from such increases and Highpine may nevertheless be obligated to pay royalties on such
higher prices, even though not received by it, afier giving effect to such agreements. Similarly, from time to time Highpine may
enter into agreements to fix the exchange rate of Canadian to United States dollars in order to offset the risk of revenue losses if
the Canadian dollar increases in value compared to the United States dollar; however, if the Canadian dollar declines in value
compared to the United States dollar, Highpine will not benefit from the fluctuating exchange rate. i
Availability of Drilling Equipment and Access .
Oil and natural gas exploration and development activities are dependent on the availability of drilling and related equipment
{typically leased from third parties) in the particular areas where such activities will be conducted. Demand for such limited
equipment or access restrictions may affect the availability of such equipment to Highpine and may delay exploration and
development activities. To the extent Highpine is not the operator of its oil and gas properties, Highpine will be dependent on
such operators for the timing of activities related to such properties and will be largely unable to direct or control the activities of
the operators.

‘Fitle to Assets

Although title reviews may be conducted prior to the purchase of oil and natural gas producing properties or the commencement
of drilling wells, such reviews do not guarantee or certify thal an unforeseen defect in the chain of title will not arise to defeat
Highpine's claim which could result in a reduction of the revenue received by le,hpme

Reserve Estimates

There are numerous uncertainties inherent in estimating quantities of oil, natural gas and NGL reserves and the future cash flows
attributed to such reserves. The reserve and associated cash flow information set forth in this Annual Information Form are
estimates only. In general, estimates of economically recoverable oil and natural gas reserves and the future net cash flows
therefrom are based upon a number of variable factors and assumptions, such as historical production ifrom the properties,
production rates, ultimate reserve recovery, timing and amount of capital expenditures, marketability of oil and gas, royalty rates,
the assumed effects of regulation by governmental agencies and future operating costs, all of which may vary materially from
actual results. All such estimates are to some degree speculative, and classifications of reserves are only attempis to define the
degree of speculation involved. For those reasons, estimates of the economically recoverable oil and natural gas reserves
attributable to any particular group of properties, classification of such reserves based on risk of recovery and estimates of future
net revenues associated with reserves prepared by different engineers, or by the same engineers at different times, may vary.
Highpine's actual production, revenues, taxes and development and operating expenditures with respect to its reserves will vary
from estimates thereof and such variations could be material.
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Estimates of proved reserves that may be developed and produced in the future are often based upon volumetric calculations and
upon analogy to similar types of reserves rather than actual production history. In Highpine's case, 55% of proved reserves are
estimated using volumetric analysis. Estimates based on these methods are generally less reliable than those based on actual
production history. Subsequent evaluation of the same reserves based upon production history and producuon practices will
result in variations in the estimated reserves and such variations could be material.

In accordance with applicable securities laws, Paddock has used both constant and escalated prices and ¢osts in estimating the
reserves and future net cash flows contained in the Paddock Report. Actual future net cash flows will be affected by other factors,
such as actual production levels, supply and demand for oil and natural gas, curtailments or increases in consumption by oil and
natural gas purchasers, changes in governmental regulation or taxation and the impact.of inflation on costs. |

Actual production and cash flows derived from Highpine's oil and gas reserves will vary from the estimates contained in the
Paddock Report, and such variations could be material. The Paddock Report is based in part on the assuméd success of activities
Highpine intends to undertake in future years. The reserves and estimated cash flows set out in the Paddock Report will be
reduced to the extent that such activities do not achieve the level of success assumed in the Paddock Report; The Paddock Report
is effective as of December 31, 2006 and has not been updated and thus does not reflect changes in Highpine's reserves since that
date.

Insurance

Highpine's involvement in the exploration for and development of ¢il and natural gas properties may result in Highpine becoming
subject to liability for pollution, blow outs, leaks of sour natural gas, property damage, personal injury or other hazards. Although
Highpine maintains insurance in accordance with industry standards to address certain of these risks, such insurance has
limitations on liability and may not be sufficient to cover the full extent of such liabilities. In addition, such risks are not, in all
circumstances, insurable or, in certain circumstances, Highpine may elect not to obtain insurance to deal with specific risks due to
the high premiums associated with such insurance or other reasons. The payment of any uninsured liabilities would reduce the
funds available to Highpine. The occurrence of a significant event that Highpine is not fully insured against, or the insolvency of
the insurer of such event, could have a material adverse effect on Highpine.

Geo-Political Risks

The marketability and price of oil and natural gas that may be acquired or discovered by Highpine is and will continue to be
affected by political events throughout the world that cause disruptions in the supply of oit. Conflicts, or conversely peaceful
developments, arising in the Midd!le-East, and other areas of the world, have a significant impact on the price of oil and natural
gas. Any particular event could result in a material decline in prices and therefore result in a reduction of Highpine's net
production revenue. .
In addition, Highpine's oil and natural gas properties, wells and facilities could be subject to a terrorist attack. If any of
Highpine's properties, wells or facilities are the subject of terrorist attack it could have a material adverse effect on Highpine.
Highpine will not have insurance to protect against the risk from terrorism.

Dividends

To date, other than the Stock Dividend, Highpine has not declared or paid any dividends on the outstanding Common Shares or
Series | Class B Shares (as such term is defined herein). Any decision to pay dividends on the Common Shares wiil be made by
the Board of Directors on the basis of Highpine's earnings, financial requirements and other conditions existing at such futre
time. At present, Highpine does not anticipate declaring and paying any dividends in the near future.

Conflicts of Interest :

Certain directors of Highpine are also directors of other oil and gas companies and as such may, in certain circumstances, have a
conflict of interest requiring them to abstain from certain decisions. Conflicts, if any, will be subject to the procedures and
remedies of the ABCA. See "Directors and Executive Officers — Conflicts of Interest"”.
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Dilution

Highpine may make further acquisitions or enter into financings or other transactions involving the issuance of securities of
Highpine which may be dilutive.

Management of Growth

The Corporation may be subject to growth-related risks including capacity constraints and pressure on its internal systems and
controls. The ability of the Corporation 10 manage growth effectively will require it to continue to implement and improve its
operational and financial systems and to expand, train and manage its employee base. The inability of the Corporation to deal
with this growth could have a material adverse impact on its business, operations and prospects.

Expiration of Licences and Leases

The Corporation's properties are held in the form of licences and leases and working interests in licences and leases. If the
Corporation or the holder of the licence or lease fails to meet the specific requirement of a licence or lease, the licence or lease
may terminate or expire. There can be no assurance that any of the obligations required to maintain each licence or lease will be
met. The termination or expiration of the Corporation's licences or leases or the working interests relating to a licence or lease
may have a material adverse effect on the Corporation's results of operations and business.

Aboriginal Claims

Aboriginal peoples have claimed aboriginal title and rights to portions of western Canada. Highpine is not aware that any claims
have been made in respect of its properties and assets, however, if a claim arose and was successful this could have an adverse
effect on the Corporation and its operations. ‘
Seasonality

The level of activity in the Canadian oil and gas industry is influenced by seasonal weather patterns. Wet weather and spring thaw
may make the ground unstable. Consequently, municipalities and provincial transportation departments enforce road bans that
restrict the movement of rigs and other heavy equipment, thereby reducing activity levels. Also, certain oil and gas producing
areas are focated in areas that are inaccessible other than during the winter months because the ground surrounding the sites in
these areas consists of swampy terrain. Seasonal factors and unexpected weather patterns may lead to declines in exploration and
production activity and corresponding declines in the demand for the goods and services of the Corporation.

Third Party Credit Risk ) '

The Corporation may be exposed to third party credit risk through its contractual arrangements with its current or future joint
venture partners, markelers of its petroleum and natural gas production and other parties. In the event such entities fail to meel
their contractual obligations to the Corporation, such failures could have a material adverse effect on the Corporation and its cash
flow from operations. In addition, poor credit conditions in the industry and of joint venture partners may impact a joint venture
partner's willingness to participate in the Corporation's ongoing capital program, potentially delaying the program and the results
of such program until the Corporation finds a suitable allernative partner.

Reliance on Key Personnel

Highpine's success depends in large measure on certain key personnel. The loss of the services of such key personnel could have
a material adverse affect on Highpine. Highpine does not have any key person insurance in effect for management. The
contributions of the existing management team to the immediate and near term operations of Highpine are likely to be of central
importance. In addition, the competition for qualified personnel in the oil and natural gas industry is intense and there can be no
assurance that Highpine will be able to continue to attract and retain all personne! necessary for the development and operation of
its business. Investors must rely upon the ability, expertise, judgment, discretion, integrity and good faith of the management of
Highpine.



DIVIDENDS

Highpine has not declared or paid any dividends on the Common Shares or Series | Class B Shares during the three most recently
completed financial years except for the Stock Dividend. Any decision to pay dividends on the Common Shares will be made by
the Board of Directors on the basis of Highpine's earnings, financial requirements and other conditions existing at such future
time. There are no restrictions that could prevent the Corporation from paying dividends.

DESCRIPTION OF CAPITAL STRUCTURE

Highpine is authorized to issue an unlimited number of Common Shares and an unlimited number of Class B Shares, each having
the rights, privileges, restrictions and conditions described below.

Common Shares

Highpine is authorized to issue an unlimited number of Common Shares without nominal or par value. . Holders of Common
Shares are entitled to one vote per share at meetings of shareholders of Highpine, except meetings of another class or series of
shares of Highpine, which are required by law to be held separately. Subject to the rights of the holders of any other shares
having priority over the Common Shares, holders of Common Shares are entitled to dividends if, as and when declared by the
Board of Directors and, upon liquidation, dissolution or winding-up, to receive the remaining property of Highpine.

Class B Shares

Highpine is authorized to issue an unlimited number of Class B Shares issuable in series, each series consisting of such number of
shares and having such rights, privileges, restrictions and conditions as may be determined by the Board of Directors of Highpine
prior to the issuance thereof. Subject to applicable law, the holders of Class B Shares are not entitled to re¢eive notice of, attend
or vote at any meetings of the shareholders of the Corporation. The holders of Class B Shares are not entitled to receive any
dividends on the Class B Shares and are not be entitled, in the event of any liquidation, dissolution or winding-up of the
Corporation, whether voluntary or involuntary, or any other distribution of the assets of the Corporation among its shareholders
for the purpose of winding-up its affairs, to receive the remaining property of Highpine.

MARKET FOR SECURITIES
The Common Shares are listed and posted for trading on the TSX under the symbol "HPX". The following table sets forth the
high and low sales prices (which are not necessarily the closing prices) and the trading volumes for the Cédmmon Shares on the

TSX as reported by the TSX for the periods indicated:

Price Range ($) Trading

Period High Low Volume
2006

January 24.66 20.80 3.890.298
February 24.75 2125 3,590,988
March 2332 21.30 2.856.921
April 24.00 22.05 1.868.436
May 22.65 17.95 3,282,084
June 19.96 16.85 3.276,741
July 19.20 16.11 2.759.2604
August 19.55 16.98 3425871
September 18.30 15.50 3.929.394
Oclober 19.13 15.00 3,597,234
November 18.71 16,15 4,619,296
December 17.35 15.03 4,969,893
2007 '

January 1393 13.85 6,905,106
February 17.60 15.34 7104774

March (I - 29) 15.84 s 11,653.821'



PRIOR SALES
There is no class of securities of Highpine that is outstanding but not listed or quoted én a marketplace. '

ESCROWED SECURITIES ‘

The following table sets forth the number of securities of each class of the Corporation held in escrow and the percentage of the
outstanding securities of the class. ‘ !

Designation of Class Number of Securities Held in Escrow Percentage of Class
Common Shares 125,350 ' 0.19
Note: )
h Pursuant to the terms of the White Fire Arrangement, Robert Rosine, Robert Fryk and Dave Mumphreys, who were appointed

exccutive officers of Highpine upon completion of the White Fire Arrangement, deposited all of the Common Shares which they
received pursuant (o the White Fire Arrangement, being an aggregate of 112,558 Common Shares, in escrow with Burnet, Duckworth
& Palmer LLP, Highpine's legal counsel, which Common Shares will be releasable to them as to one-third thefeof on each of April 23,
2007, April 23. 2008 and April 23, 2009, provided that they are an emplovee of Highpine on the release dates. In addition. certain
other employces of White Fire who continued as employees of Highpine on the effective date of the White Fire Arrangement
deposited Common Shares which they received pursuant (o the White Fire Arrangement in escrow with Bumnet, Duckworth & Palmer
LLP, of which the remaining 12,792 Common Shares will be reteasable to them on August 31, 2007,

DIRECTORS AND EXECUTIVE OFFICERS
Name, Occupation and Security Holding ‘ |

The following table sets forth certain information in respect of Highpine's directors and executive officers:

Name, Province/State and

Country of Residence Position(s) with Highpine " Principal Occupation During the Five Preceding Years
A. Gordon Stollery Chairman, Chief Executive Chairman and Chief Executive Officer of Highpine since
Alberta, Canada Officer and Director February 2006; and prior thereto, Chajrman, President and

Chief Executive Officer of Highpine.

John A. Brussa ® Director Partner, Burnet, Duckworth & Palmer LLP {law firm).
Alberta, Canada

Richard G. Carl ¥ Director President and Chief Operating Officer of AGS Capital

Ontario, Canada Corp. (investment company} since May 2006; Special
Advisor to TerraNova Partners L.P. {oil and gas
investment limited partnership) from Jianuary 2006 to May
2006; Interim President and Chief Executive Officer of
Collective Bid Systems Inc. and CBID Markets Inc.
{electronic fixed income trading platform offering trading
services in the Canadian fixed income market to retail and
institutional investors) from July 2005(to December 2005;
and prior thereto, Managing Partner, Lawrence &
Company Inc. {investment firm).

1
Timothy T. Hunt Director Independent businessman since Augist 2006; and prior
Alberta, Canada thereto President and Chief Executive Qfficer of Kick,



Name, Province/State and
Country of Residence

40

Position(s) with Highpine

Andrew Krusen %

Florida, United States

Hank B. Swartout %
Alberta, Canada

Kenneth $. Woolner %%

Alberta, Canada

Greg N. Baum
Alberta, Canada

Robert W. Rosine
Alberta, Canada

Harry D. Cupric

Alberta, Canada

Charles L. Buckley
Alberta, Canada

Director

Director

Director

President and Chief Operating
Officer

Executive Vice President,
Corporate Development

Vice President, Finance and Chief

Financial Officer

Senior Vice President,
Exploration

Principal Occupation During the Five Preceding Years

Chairman, President and Chief . Executive Officer,
Dominion Financial Group Ing. {investment and financial
services firm).

Executive Chairman (since January 2007) and Chairman
and Chief Executive Officer (from November 2005 until
January 2007) of Precision Drilling Corporation
{administrator to Precision Drilling Trust, an oil and gas
services trust); and prior thereto Chairman, President and
Chief Executive Officer of Precision, Drilling Corporation
{oil and gas services company).

Independent  businessman since February 2006; prior
thereto, Executive Chairman of White Fire since April
2005; President and Chief Executive 'Officer of Lightning
Energy Ltd. (oil and gas company) from December 2001 to
April 2005; and prior thereto, President of Velvet
Exploration Lid. {(0il and gas company) from April 1997 to
July 2001. ‘

President and Chief Operating Officer of Highpine since
February 2006; and prior thereto, Executive Vice President
and Chief Operating Officer of Highpine.

Executive Vice President, Corporaite Development of
Highpine since February 2006; Chief Executive Officer of
White Fire from April 2005 to February 2006; Chief
Operating Officer of Lightning Energy Ltd. (oil and gas
company) from June 2004 to April 2005; and prior thereto
President of Brooklyn Energy Corporation (oil and gas
company) from November 2001 to June 2004,

Vice President, Finance and Chief Financial Officer of
Highpine since January 2003; and prior thereto Vice
President, Finance and Chief Financilal Officer of Ascot
Energy Resources Ltd. (oil and gas cotnpany).

Sentor Vice President, Exploration ,of Highpine since
September 2006; and prior thereto. Vice President,
Exploration of Kick.
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Name, Province/State and

Country of Residence Position(s) with Highpine ‘"’ Principal Occupation During the Five Preceding Years
Robert B. Fryk Senior Vice President, Senior Vice President, Engineering of Highpine since
Alberta, Canada Engineering September 2006; Senior Vice President, Engineering and

Operations of Highpine from February 2006 to August
2006; Chief Operating Officer of White Fire from April
2005 to February 2006, Vice President, Engincering and
Acquisitions of Lightning Energy Ltd. (oil and gas
company) from June 2004 to April 2005; Vice President,
Engineering and Operations of Brooklyn Energy
Corporation (oif and gas company) from November 2001
to June 2004; and prior thereto Vice President and Chief
Operating Officer and Vice President, Engineering and
Operations of Maxx Petroleum Lid. (¢il and gas company)
from November 1998 to May 2001.

Dave Humphreys Vice President, Operations Vice President, Operations of Highpine since February

Alberta, Canada 2006; Vice President, Operations of White Fire from April
2005 to February 2006; Vice President, Operations of
Virtus Energy Ltd. (oil and gas company) from April 2003
to April 2005; and prior thereto Production Manager of
Husky Qil and Production Manager of lonic Energy Ltd.

Wayne Gray Vice President, Land Vice President, Land of Highpine since September 2002;
Alberta, Canada and prior thereto Vice President; Land of Trident
Exploration Ltd. (eil and gas company).

Fred D. Davidson Corporate Secretary Partner, Burnet, pllckworth & PalmerfLLP (law firm).
Alberta, Canada

Nates:

(1} All of the directars of Highpine have been appointed 10 hold office until the next annual general meeting of sharcholders or until their
successor is duly clected or appointed, unless their office s carlier vacated. Mr. Stollery has been a director of Highpine since April
1998. Messrs. Brussa, Krusen and Swartout have been directors of Highpine since February 2000, Mr. Carl has been a director since
August 2003, Mr. Woolner has been a director since February 2006 and Mr. Hunt has becn a direcler sinee August 2006.

(2) Member of the Audit Committee, ' '

(3} Member of the Compensation, Nominating and Corporate Governance Commitiee.
(4) Member of the Reserves Committee.
(3} Highpine does not have an Executive Commitiee, !

As at the date of this Annual Information Form, the number of Common Shares beneficially owned, directly or indirectly, by all
of the directors and officers of Highpine is 12,184,000 Common Shares, being approximately [8% of the issued and outstanding
Common Shares. . 1

Conflicts of Interest

There are potential conflicts of interest to which the directors and officers of Highpine will be subject in connection with the
operations of Highpine. In particular, certain of the directors and officers of Highpine are involved in managerial or director
positions with other oil and gas companies whose operations may, from time to time, be in direct competition with those of
Highpine or with entities which may, from time to time, provide financing to, or make equity investments in, competitors of
Highpine. Conflicts, if any, will be subject to the procedures and remedies available under the ABCA. The ABCA provides that
in the event that a director has an interest in a contract or proposed contract or agreement, the director shall disclose his interest in
such contract or agreement and shall refrain from voting on any matter in respect of such contract or agreement unless otherwise
provided by the ABCA.
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LEGAL PROCEEDINGS

There are no material legal proceedings to which the Corporation is a party or in respect of which any' of its property is the
subject, nor are any such proceedings known to the Corporation to be contemplated.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

There are no material interests, direct or indirect, of any director or executive officer of the Company, any person or company that
is the direct or indirect owner of, or who exercises control or direction of, more than 10% of any class or series of the
Corporation's outstanding voting securities, or any associate or affiliate of any of the foregoing persons or companies, in any
transaction during the year ended December 31, 2006 or during the current financial year that has materially affected or will
materially affect the Corporation, other than as disclosed elsewhere in this Annual Information Form. John A. Brussa, a director
of Highpine, and Fred D. Davidson, the Corporate Secretary of Highpine, are partners of Burnet, Ducl\wonh & Palmer LLP,
which firm receives fees for legal services provided to Highpine.

TRANSFER AGENT AND REGISTRAR ‘
The transfer agent and registrar for the Common Shares is Valiant Trust Company at its principal offices i m Calgary, Alberta and
its agent's offices in Toronto, Ontario.

MATERIAL CONTRACTS

1
[l

Other than contracts entered into in the ordinary course of business, there are no material contracts entered into by Highpine
during the year ended December 31, 2006 which can reasonably be regarded as presently material.
1

INTEREST OF EXPERTS
Names of Experts

The only persons or companies who are named as having prepared or certified a statement, report or valuation described or
included in a filing, or referred to in a filing, made under National Instrument 51-102 by the Corporation during, or relating to, the
Corporation's most recently completed financial year, and whose profession or business gives authority to the statement, report or
valuation made by the person or company, are KPMG LLP, the Corporation's independent auditors, and Paddock, the
Corporation's independent engineering evaluators,

Interests of Experts :

To the Corporation's knowledge, no registered or beneficial interests, direct or indirect, in any securities or other property of the
Corporation or of one of the Corporation's associates or affiliates (i) were held by Paddock, when Paddock prepared the statement,
report or valuation in question, (ii) were received by Paddock after Paddock prepared the statement, report or valuation in

question, or (iii} is to be received by Paddock.

Neither KPMG LLP or Paddock, nor any director, officer or employee of KPMG LLP or Paddock is or is expected to be elected,
appointed or employed as a director, officer or employee of the Corporation or of any associate or affiliate of the Corporation.

KPMG LLP is independem of the Corporation within the meaning of the Rules of Professional Conduct of the institute of
Chartered Accountants of Alberta. ‘ .

AUDIT COMMITTEE INFORMATION
Composition of the Audit Committee
The Audit Committee of the Corporation is comprised of Hank B. Swartout {Chair), Andrew Krusen and Kenneth S. Woolner.

The following table sets out the assessment of each Audit Committee member's independence, financial literacy and relevant
educational background and experience supporting such financial literacy. |
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Name and Municipality Financially
of Residence Independent Literate Relevant Education and Experience
Hank B. Swartout Yes Yes Mr. Swartout's education and experience relevant to the

Calgary, Alberta

Andrew Krusen Yes Yes
Tampa, Florida

Kenneth S. Woolner Yes Yes
Calgary, Alberta

Pre-Approval of Policies and Procedures

performance of his responsibilities as an Audit Committee
member are derived frem his experience as the Executive
Chairman (since January 2007) and as the Chatrman and Chief
Executive Officer (from November 2005 until January 2007} of
Precision Drilling Corporation, the administrator to Precision
Drilling Trust, an oil and gas services trust listed on the Toronto
Stock Exchange and New York Stock Exchange, and his
experience as the Chairman, President and Chief Executive
Officer of Precision Drilling Corporation, an oil and gas
services company listed on the Toronto Stock Exchange and
New York Stock Exchange from July 1987 until November
2005. Through his interaction with Chief Financial Officers
over the years, Mr. Swartout has also developed practical
experience and understanding of procedures for financial
reporting. He has also developed practical experience and
understanding of internal controls and procedures for financial
reporting from his service on boards and audit committees of
numerous publicly traded companies. Mr. Swartout obtained a
Petroleum Engineering Degree with honours from the
University of Wyoming in 1977. .

Mr. Krusen's education and experience relevant t the
performance of his responsibilities as an Audit Commitiee
member are derived from his experience as the Chairman and
Chief Executive Officer of Dominion Financial Group, Inc., a
financial services company, since 1990. He has also developed
practical experience and understanding of procedures for
financial reporting from his service on boards of numerous
publicly traded companies. Mr. Krusen obtained a Bachelor of
Arts in Geology from Princeton University in 1970.

Mr. Woolner's education and experience relevant to the
performance of his responsibilities as an Audit Committee
member are derived from his experience as a President and
Chief Executive Officer of publicly traded oil and gas issuers
during the past ten years and from his service on boards and
audit committees of other publicly traded is;51|ers. Through his
interaction with Chief Financial Officers aver the years, Mr.
Woolner has also developed practical experience and
understanding of procedures for financial reporting. Mr.
Woolner is a Professional Engineer and obtained a B.Sc.
{Geological Engineering) Degree from the University of
Toronta in 1983,

Under the Mandate and Terms of Reference of the Audit Committee, the Audit Committee is required to review and pre-approve
any non-audit services to be provided to the Corporation or its subsidiaries by the external auditors and consider the impact on the
independence of such auditors. The Audit Committee may delegate to one or more independent members the authority to pre-
approve non-audit services, provided that the member report to the Audit Committee at the next scheduled meeting such pre-
approval and the member comply with such other procedures as may be established by the Audit Committee f'rom time to time.
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The Audit Committee has determined that in order to ensure the continued independence of the auditors, only limited non-audit
related services will be provided to the Corporation by KPMG LLP and in such case, only with the prior.approval of the Audit
Committee. '

Audit Committee Mandate and Terms of Reference
Role and Objective

The Audit Committee is a committee of the Board of Directors {the "Board") of the Corporation to ,which the Board has
delegated its responsibility for the oversight of the nature and scope of the annual audit, the oversight of management's reporting
on internal accounting standards and practices, the review of financial information, accounting systems and procedures, financial
reporting and financial statements and has charged the Audit Committee with the responsibility of recommending, for approval of
the Board, the audited financial statements, interim financial siatements and other mandatory disclosure releases containing
financial information.

The primary objectives of the Audit Committee are as follows: |

1 to assist directors in meeting their responsibilities (especially for accountability) in respect of the preparation and
disclosure of the financial statements of the Corporation and related matters;

2. to provide better communication between directors and external auditors;

3. to enhance the external auditors’ independence; ' '

4. to increase the credibility and objectivity of financial reports; and

5. to strengthen the role of the independent directors by facilitating in depth c;iscussions between c;irectors on the Audit

Committee, management and external auditors.
Membership of Audit Committee

. The Audit Committee will be comprised of at least three (3) directors of the Corporation or such greater number as the
Board of Directors may determine from time to time and all members of the Audit Committee shall be "independent” (as
such term is used in Multitateral Instrument 52-110 — Audit Committees ("MI 52-110") uniess the Board determines that
the exemption centained in MI 52-110 is available and determines to rely thereon.

2. The Board of Directors may from time to time designate one of the members of the Audit Committee to be the Chair of
the Audit Commitiee.

3, All of the members of the Audit Committee must be "financially literate” (as defined in MI 52-1'10) uniess the Board
determines that an exemption under MI 52-110 from such requirement in respect of any particular member is available
and determines to rely thereon in accordance with the provisions of Ml 52-110.

Mandate and Responsibilities of Audit Comminee

It is the responsibility of the Audit Committee to:

l. Oversee the work of the external auditors, including the resolution of any disagreements between management and the
external auditors regarding financial reporting,

v
1

2. Satisfy itself on behalf of the Board with respect to the Corporation’s internal control systems:
(a) identifying, monitoring and mitigating business risks; and

(b} ensuring compliance with legal, ethical and regulatory requirements.



Review the annual and interim financial statements of the Corporation and related management's discussion and analysis
("MD&A") prior to their submission to the Board for approval. The process should include but not be limited to:

' 1
(a) reviewing changes in accounting principles and policies, or in their application, which may have a material

impact on the current or future years' financial statements; |

(b} reviewing significant accruals, reserves or other estimates such as the cetling test calculation;
1

(c) reviewing accounting treatment of unusual or non-recurring transactions;

1 1
(d) ascertaining compliance with covenants under loan agreements;
(e) reviewing disclosure requirements for commitments and contingencies;
{f) reviewing adjustments raised by the external auditors, whether or not included in the financial statements;
() reviewing unresolved differences between management and the external auditors; and
{h) obtain explanations of significant variances with comparative reporting periods. I

Review the financial statements, prospectuses and other offering documents, MD&A, annual information forms ("AIF")
and all public disclosure containing audited or unaudited financial information (including, without limitation, annual and
interim press releases and any other press releases disclosing earnings or financial results) before release and prior to
Board approval. The Audit Committee must be satisfied that adequate procedures are in place for the review of the
Corporation’s disclosure of all other financial information and will periodically assess the accuracy of those procedures.

Review and approve the disclosure of audit committee information required to be included in the AIF of the Corporation
prior to its filing with regulatory authorities. i

With respect to the appointment of external auditors by the Board:

(a) recommend to the Board the external auditors to be nominated;
!
(b recommend to the Board the terms of engagement of the external auditors, including the compensation of the
auditors and a confirmation that the external auditors will report directly to the Audit Committee;

(c) on an annual basis, review and discuss with the external auditors all significant relationships such auditors have
with the Corporation to determine the auditors' independence;

(d) when there is to be a change in auditors, review the issues related to the change and the information to be
included in the required notice to securities regulators of such change; and

(e) review and pre-approve any non-audit services to be provided to the Corporation or its subsidiaries by the
external auditors and consider the impact on the independence of such auditors. The Audit Committee may
delegate to one or more independent members the authority to pre-approve non-audit services, provided that the
member(s) report to the Audit Committee at the next scheduled meeting such pre-approval and the member(s)
comply with such other procedures as may be established by the Audit Committee from timie to time.

Review with external auditors (and internal auditor if one is appointed by the Corporation) their assessment of the
internal controls of the Corporation, their written reports containing recommendations for improvement, and
management's response and follow-up to any identified weaknesses. The Audit Commitiee will also review annually
with the external auditors their plan for their audit and, upon completion of the audit, their reports upon the financial
statements of the Corporation and its subsidiaries. |

Review risk management policies and procedures of the Corporation (i.e, hedging, litigation and insurance),
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Establish a procedure for:

(a) the receipt, retention and treatment of complaints received by the Corporation regarding accounting, internal
accounting controls or auditing matters; and

b) the confidential, anonymous submission by employees of the Corporatlon of concerns regfirdmg, questionable
accounting or auditing matters.

Review and approve the Corporation's hiring policies regarding partners and employees 'md former partners and
employees of the present and former external auditors of the Corporation,

The Audit Committee has authority to communicate directly with the internal auditors (if any) and the external auditors of the
Corporation. The external auditors shall be required to report directly to the Audit Committee. The Audit Committee will also
have the authority to investigate any financial activity of the Corporation. All empléyees of the Corporation are to cooperate as
requested by the Audit Committee.

The Audit Committee may also retain persons having special expertise and/or obtain independent professional advise to assist in
filling their responsibilities at such compensation as established by the Audit Committee and at the expense of the Corporation
without any further approval of the Board.

Meetings and Administrative Matters ‘

£

[P¥]

At all meetings of the Audit Committee every question shall be decided by a majority of the votes cast. In case of an
equality of votes, the Chairman of the meeting shall be entitled 1o a second or casting vote.

The Chair will preside at all meetings of the Audit Committee, unless the Chair is not present, in which case the
members of the Audit Committee that are present will designate from among such members the Chair for purposes of the
meeting. ! [

A quorum for meetings of the Audit Committee will be a majority of its members, and the rules for calling, holding,
conducting and adjourning meetings of the Audit Committee will be the same as those g,overnmg the Board unless
otherwise determined by the Audit Committee or the Board.

Meetings of the Audit Committee should be scheduled to take place at least four times per year. Minutes of all meetings
of the Audit Committee will be taken. The Chief Financial Officer will attend meetings of the Audit Committee, unless
otherwise excused from all or part of any such meeting by the Chairman.

The Audit Committee will meet with the external auditors at least once per year (in connection with the preparation of
the year-end financia! statements) and at such other times as the external auditors and the Audit Committee consider
appropriate.

Agendas, approved by the Chair, will be circulated to Audit Committee members along with background information on
a timely basis prior to the Audit Committee meetings. '

The Audit Committee may invite such officers, directors and employees of the Corporation as it sees fit from time to
time to attend at meetings of the Audit Committee and assist in the discussion and consideration of the matters being
considered by the Audit Committee,

Minutes of the Audit Committee will be recorded and maintained and circulated to directors who are not members of the
Audit Committee or otherwise made available at a subsequent meeting of the Board.

The Audit Committee may retain persons having special expertise and may obtain independent professional advice to
assist in fulfilling its responsibilities at the expense of the Corporation. i




10. Any members of the Audit Committee may be removed or replaced at any time by the Board and will cease to be a
member of the Audit Commitiee as soon as such member ceases to be a director. The Board mdy fill vacancies on the
Audit Committee by appointment from among its members. 1f and whenever a vacancy exists on the Audit Committee,
the remaining members may exercise all its powers so long as a quorum remains, Subject to the foregoing, following
appointment as a member of the Audit Committee each member will hold such office until the Audit Committee is
reconstituted.

1. Any issues arising from these meetings that bear on the relationship between the Board and management should be
communicated to the Chairman of the Board by the Audit Committee Chair.

External Auditors Service Fees

The foltowing table sets forth the audit service fees billed by Highpine's external auditors, KPMG LLP, for the periods indicated:

Type of Fees and Fiscal Year Ended Aggregate Fees Billed _ Description of Services
l
Audit Fees
Fiscal Year inded December 31. 2006 $210,000 Audit of consolidated financial statements
and review of interim financial statements
Fiscal Year [Ended December 31, 2005 $180,000 Audit of consolidated financial statements

and review of interim financial statements

Audit - Related Fees : '

Fiscal Year nded December 31. 2006 $103.900 Professional services rendered with respect
to the completion of the information
circulars tn connection with the White Fire
Arrangement and the Kick Arrangement,
completion of the February 22, 2006
equity offering and French translation of
financial documents i

Fiscal Year EEnded December 3 1. 2005 $95.000 Professional services rendered with respect
to the completion of the Initial Public
Offering and the information circular in
connection with the Vaquero Arrangement

Tax Fees |
Fiscal Year Ended December 31, 2006 $39,795 Various taxation matters '
Fiscal Year Ended December 31, 2005 $33.620 Various taxation matters

All Other Fees
Fiscal Year Ended December 31, 2006 $nil Not applicable
Fiscal Year Ended December 3. 2005 $nil Not applicable

ADDITIONAL INFORMATION !

Additional information relating to Highpine may be found on SEDAR at www sedar.com and also on Highpine’s website at
wiww.highpineog.com.

Additional information, including directors' and officers’ remuneration and indebtedness, principal holders of Highpine's
securities and securities authorized for issuance under equity compensation plans is contained in Highpine's information circular —
proxy statement dated March 16, 2007 relating to the annual general meeting of shareholders to be held on May 9, 2007.

i
Additional information is also provided in Highpine's consolidated financial statements and management's discussion and analysis
for the year ended December 31, 2006, which documents may be found on SEDAR at www.sedar.com.
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GLOSSARY OF TERMS
"665162" means 665162 B.C. Ltd., a corporation incorporated pursuant to the Business Corporations Act (British Columbia);

"ABCA" means the Business Corporations Act (Alberta), together with any amendments thereto and all regulations promulgated
thereunder;

‘

"AEUB" means the Alberta Energy and Utilities Board;

"ARTC" means Alberta Royalty Tax Credit;

"Class B Shares" means class B common non-voting shares in the capital of Highpine, issuable in series; |

"COGE Handbook" means the Canadian Oil and Gas Evaluation Handbook prepared jointly by the Society of Petroleum
Evaluation Engineers (Calgary Chapter) and the Canadian Institute of Mining, Metallurgy & Petroleum;

"Common Shares" means class A common voting shares in the capital of Highpine; I

"Corporation” or "Highpine" means Highpine Cil & Gas Limited, a corporation incorporated pursuant to the ABCA and, unless
the context otherwise requires, includes Rubicon, Highpine Partnership, Highpine Energy and 665162,

"Easyford Battery” means the sour oil processing battery located at 11-14-50-8 W3M, which is approximately 15 kilometres
north of Drayton Valley, Alberta; '

"Economic Life” means, with respect to an oil and natural gas property, the time remaining before production of Petroleum
Substances from the property is forecast to be uneconomic under forecast cost and price assumptions;

"GAAP" means Canadian generally accepted accounting principles;

"

"Highpine Energy
ABCA;

means Highpine Energy Ltd. (formerly Vaquero Energy Lid.), a corporation amalgamated pursuant to the

"Highpine Partnership" means Highpine Oil & Gas Partnership, a general partnership organized under the laws of the Province
of Alberta; '

"Initial Public Offering” the initial public offering of 4,000,000 Common Shares of the Corporation at a price of $18.00 per
Common Share completed on April 5, 2005;

“Joffre Gas Plant” means the natural gas processing plant located at 6-17-40-27 W4M, which is approni‘imalely 30 kilometres
north of Red Deer, Alberta;

"Kick" means Kick Energy Corporation, a corporation incorporated pursuant to the ABCA;

[
"Kick Arrangement” means the plan of arrangement under the ABCA involving Highpine, Kick and thé sharcholders of Kick
completed on August I, 2006, as more particularly described under "General Development of the Business — Significant
Acquisitions and Recent Developments™;

“NI 51-101" means National Instrument 51-101 ~ Standards of Disclosure for Oil and Gas Activities addpted by the Canadian
Securities Administrators;

"Paddock™ means Paddock Lindstrom & Associates Ltd., independent petroleum consultants, Calgary, Alberta;
"Paddock Report” means the February 15, 2007 report prepared by Paddock, evaluating the crude oil, natural gas and NGL

reserves of Highpine, as at December 31, 2006, in accordance with the standards contained in the COGE Handbook and the
reserves definitions set out by the Canadian Securities Administrators in NI 51-101 and the COGE Handbook;
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"Petroleum Substances” means petroleum, natural gas and related hydrocarbons, (including condensate and NGLs) and all other
substances (including sulphur and its compounds), whether liquid, solid or gaseous a 'md whether hy{lrocarbons or not, produced in
association therewith;

"Reserve Value" means, for any petroleum and natural gas property at any time, the present worth of all of the estimated pre-tax
net cash flow from the total proved plus probable reserves shown in the most recent engineering report relating to such property,
discounted at 10% and using forccast price and cost assumptions (a common benchmark in the oil and natural gas industry);

"Rubicon' means Rubicon Energy Corporation, a corporation formed by amalgamation pursuant to the ABCA;

"Rubicon Acquisition” means the indirect acquisition by Highpine of an undivided 50% interest in all of the assets of Rubicon
(and assumption of related liabilities) in March 2004 for approximately $51 millien;

"Series 1 Class B Shares" means class B common non-voting shares, series 1, in the capital of Highpine;

"Special Warrants” means the 3,300,000 special warrants issued by the Corporation on Gctober 20, 2004 at a price of $9.00 per
special warrant, pursuant to a special warrant indenture dated as of October 20, 2004 between the Corporatlon and Valiant Trust
Comparny;

"Stock Dividend" means the stock dividend declared by the Corporation effective February 15, 2005 of 0.047 of a Common
Share in respect of each issued and outstanding Commeon Share as at February 15, 2005. No fractional Common Shares were
issued and in the case that the stock dividend resulted in a shareholder becoming entitled to receive 0.5 or more of a Common
Share, an adjustment was made to round up to the next number of whole Common Shares, and in the case that the stock dividend
resulted in a shareholder becoming entitled to receive less than 0.5 of a Common Share, an adjustment was made to round down
to the next number of whole Common Shares;

“Tax Act" means the fncome Tax Act (Canada) R.S.C. 1985, ¢.1 (5th Supp.), as amended;

"TSX" means the Toronto Stock Exchange;

"United States” or "U.S." means the United States of America;

"Vaguero" means Vaquero Energy Ltd., a corporation incorporated pursuant to the ABCA;

"Vaquere Arrangement” means the plan of arrangement under the ABCA involving Highpine, Vaquercd and the securityholders
of Vaquero completed on May 31, 2005, as more particularly described under "General Development of the Business -

Significant Acquisitions and Recent Developments”;

"Violet Grove Battery" means the sour processing battery located at [6-29-48-9 W5M, which is approx1mate|y 20 kilometres
west of Drayton Valley, Alberta;

"White Fire" means White Fire Energy Ltd., a corporation incorporated pursuant to the ABCA;
"White Fire Arrangement" means the plan of arrangement under the ABCA involving Highpine, White Fire and the

shareholders of White Fire completed on February 21, 2006, as more particularly descrlbed under "General Development of the
Business — Significant Acquisitions and Recent Developments”.
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ABBREVIATIONS

Crude Oil and Natural Gas Liquids Natural Gas
bbl one barrel Mef one thousand cubic feet |
bbls barrels MMef one million cubic feet
bbls/d barrels per day Bef one billion cubic feet
Mbbls thousand barrels '
BOE barrels of oil equivalent of natural gas on the

basis of 1 BOE for 6 Mcf of natural gas

{unless otherwise indicated) Mecf/d one thousand cubic feet per day
Mboe one thousand barrels of oil equivalent MMcf/d one miillion cubic fect per day
MMboe one million barrels of oil equivalent GJ gigajoule
BOE/ barrels of oil equivalent per day Gls/d gigajoules per day
NGL natural gas liquids Btu British thermal unit
stb standard stock tank barrel MMbtu million British thermal units

Boes may be misleading, particularly if used in isolation. A BOE conversion ratio of six Mcf to one bbl is based on an
energy equivalency conversion method primarily applicable at the burner tip and does not represent a value equivalency
at the wellhead. This conversion factor is an industry accepted norm and is not based on either cnergy content or current
prices.

Other

WTI means West Texas Intermediate. i

“API means the measure of the density or gravity of liquid petroleum products derived from a specific gravity.
psi means pounds per square inch.

CONVERSION
|
The following table sets forth certain standard conversions between Standard Imperial Units and the International System of Units
{or metric units).

To Convert From To Multiply, By
Mcf thousand cubic metres (" 10°m’") 0.0282
thousand cubic metres Mecf 35.494
bbls cubic metres ("m*") 0.159
cubic metres bbls 6.290
feet metres 0.305'
metres feet 3.281
miles kilometres 1.609'
kilometres miles ‘ 0.621.
acres hectares 0.405

hectares acres 2471



SCHEDULE A
REPORT ON RESERVES DATA BY PADDOCK LINDSTROM & ASSOCIATES LTD
IN ACCORDANCE WITH FORM 51-101F2

To the Board of Directors of Highpine Oil & Gas Limited (the "Corporation”):

1.

&3

We have prepared an evaluation of the Corporation's Reserves Data as at December 31, 2006. The Reserves Data consist
of the following:

{(a) proved and proved plus probable oil and gas reserves estimated as at December 31, 2006 using forecast prices

and costs; and ‘ I
|

(b) the related estimated future net revenue; and

{c) proved oil and gas reserves estimated as at December 31, 2006, using constant prices and costs; and
' !

(d) the related estimated future net revenue.

The Reserves Data are the responsibility of the Corporation's management. Qur responSJblhty is to express an opinion
on the Reserves Data based on our evaluation. ;
We carried out our evaluation in accordance with standards set out in the Canadian Oil and Gas Evaluation Handbook
(the "COGE Handbook") prepared jointly by the Society of Petroleum Evaluation Engineers {Calgary Chapter) and the
Canadian Institute of Mining, Metallurgy & Petroleum (Petroleum Society). ,

| ;
Those standards require that we plan and perform an evaluation 10 obtain reasonable assurance as to whether the
Reserves Data are free of material misstatement. An evaluation also includes assessing whether the reserves data are in
accordance with principles and definitions in the COGE Handbook.

The following table sets forth the estimated future net revenue (before deduction of income taxes) attributed to proved
plus probable reserves, estimated using forecast prices and costs and calculated using a discount rate of 10 percent,
included in the Reserves Data of the Corporation evaluated by us for the year ended December 31, 2006, and identifies
the respective portions thereof that we have audited, evaluated and reviewed and reported on to the Corporation's Board
of Directors: !

Independent Net Present Value of Future Net Revenue
Qualified Description and Location of ($ thousands - before income taxes, 10% discount rate}
Reserves Preparation Date Reserves (Country

Evaluator or of Evaluation or Foreign Audited Evaluated Reviewed : Total
Auditor Report CGeographic Arca) ($) (3) () | (5)

: ;
Paddock Evaluation of the Canada 1] 773,980 0 773,980

Lindstrom & P&NG Reserves

Associates Lid. of Highpine Oil &
Gas Limited, as of
December 31,
2006 prepared !

February 15, 2007

In our opinion, the Reserves Data respectively evaluated by us have, in all material respects, been determined and are in
accordance with the COGE Handbook.
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7. We have no responsibility to update this evaluation for events and circumstances occurring after its preparation date.

8. Because the Reserves Data are based on judgments regarding future events, actual results will vary and the variations
may be material.

Executed as 1o our report referred to above:
Paddock Lindstrom & Associates Lid.
Calgary, Alberta |
March 30, 2007

{Signed) Dennis L. Paddock, P. Eng.
Vice President



SCHEDULE B
REPORT OF HIGHPINE MANAGEMENT AND DIRECTORS ON OIL AND GAS DISCLOSURE
IN ACCORDANCE WITH FORM 51-101F3

Management of Highipine Oil & Gas Limited (the "Corporation“} are responsible for the preparation and disclosure of information
with respect to the Corporation's oil and gas activities in accordance with securities regulatory requirements. This information
includes reserves data, which consist of the following:

{a) {i) proved and proved plus probable oil and gas reserves estimated as at December 31, 2006 using forecast
prices and costs; and
i
(ii} the related estimated future net revenue; and
i
{b) (i) proved and proved plus probable oil and gas reserves estimated as at December 31, 2006 using
constant prices and costs; and !

(i} the related estimated future net revenue.

An independent qualified reserves evaluator has evaluated the Corporation’s reserves data. The report of the independent
qualified reserves evaluator will be filed with securities regutatory authorities concurrently with this report.

The Board of Directors of the Corporation has:

(a) reviewed the Corporation's procedures for providing information to the independent qualified reserves
evaluator;
{b) met with the independent qualified reserves evaluator to determine whether any restrictions affected the ability

of the independent qualified reserves evaluator to report without reservation; and '
{c) reviewed the reserves data with management and the independent qualified reserves evaluator.

The Board of Directors of the Corporation has reviewed the Corporation's procedures for assembling and reporting other
information associated with oil and gas activities and has reviewed that information with management, The Board of Directors
has approved:

{a) the content and filing with securities regulatory authorities of the reserves data and other oil and gas
information; ‘ .

{b) the filing of the report of the independent qualified reserves evaluator on the reserves data;'and
{©) the content and filing of this report. :

Because the reserves data are based on judgments regarding future events, actual results will vary and the variations may be
material,

(Signed) A. Gordon Stollery {Signed) Greg N. Baum

Chairman and Chief Executive Officer President and Chief Operating Officer i
(Signed) Richard G. Carl (Signed) Andrew Krusen

Direclor Director '

March 30, 2007 ‘ i



